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ABSTRACT 


This thesis is concerned with an economic appraisal of the 
role of primary credit co-operatfves in Indian agricultural development 
with spectal reference to a case eridy in the state of Andhra Pradesh 
in South India. With the advent of the “green revolution'', the need 
for viable supportive institutions such as credit co-operatives was 
recognized. However, the broader questtons of the role and of the 
timing of institutional change in the development process have been 
controversial and under-researched. 

A major objective of co-operative credit institutions in 
India is their role as an agent of adoption of ieprovedtacrieal tural 
technology. A related concern of primary credit co-operatives is to 
ensure that the additional production and income generated by new 
technology is more equitably distributed. In the light of these 
objectives, this study focuses on an evaluation of a particular 
society (the Palmakul Co-operative Rural Bank). 

A historical review and analysis of the development of co- 
operative credit societies in India revealed two major problem areas: 
first, the policy of open membership which has generally led to the 
domination of the co-operative society by the rural eitteclendtorde: 
moneylenders, and Hee ee second, the inadequate utilisation of 
the co-operatives for credit in conditions of an unassured water supply. 
These problems affect the operation of the Palmakul Co-operative 
Rural Sank, although, on the basis of several financial performance 
heey. the Bank can be judged to be internally efficient. A 


delineation of the power structure of the Palmakul Co-operative Rural 
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Bank indicated the control of the society by a rural elite. This may 
be an explanation for a bias tne ehemilsaarsenent of loans (especially 
leans for etrpoces of irrigation) oar ds the ieee See Another 
possible eplanation fen this rneqdteysin loan disbursement may be 

that the society operates in an imperfect rural system, that is, im- 
perfect factor and output nape | A major conclusion of the study 

is that the co-operative society could not affect the imperfect 

market structure of the rural economy but could only absorb the biases 
of the system. Asa panseauences aT ehough the society might disseminate 
new feennoloa an equitable distribution of the income generated by 
this technology might not be realised until there develops an integrated 
institutional framework which eliminates the imperfections of the 


rural system. 


: ™ . “| 

- 
ae 2iaT Saar iad a 
gi faioogee) oneal to sosneetintat va Le 


oi nis = nel ter Pio uae ; 
498 for vam St wel ay. eboewo? ( . a is _ aaeiea 2 ens 
jae i. > ae a tub = 7 ras ve ee "= oes re A 2 Saht 
- een se TyRer® aeot nl e2Tupail Ave 101 estoanalqns ol di zed 
$ i a > ete” eae ee < a8 5D ~~ = A 7 oF 


‘ pan 
“m) .21 3603 ,telev2 tev jootraqn! NG at BSLE Vege yiaicor wis Pl a 
,: : an ne ‘ : aS on PS 2s gigs iz ae: - 
vate 643 Yo nolavlonoe tole A  , azcieas Suqien bys 10% to87 joe 5 
. 1) ae ei). peehereae ie, 
sastredat any tastta® ton ‘bfua> yigisee avi sy9qors2 aed etiat 
a ty 4 aes : 
emestd sit dtoads yin bude sud “yn oe Bren 947 Ye srusouTs 2 Jeu 
it eee 4 . “ j ah tote 
atenlaeeath sdpiw Yialaoe saz nse anefeenos 6 eA mas aye ota 
Kid = “ ‘ = sh ' a! =e : 
vd barter shee smiconi st Yo ndigudloselh slterlups m6 emmy 
3 a 


hetsigetnt aa enaluveb svads (Tony beri less 56 Jon sagim sooloadaet 2 


oe “ 


‘ +7 


7 
Ht Yo ancigastisgnt ani eprantan ts tsidw Atoweray? lant suas mat 
<1" ‘ % = 7 a ae, e 
maveyve ‘Ter 
) = on ee 


ree hd 


= 


ACKNOWLEDGEMENTS 


To Dr. T.S. Veenece my supervisor, l| extend my sincere 
gratitude for his cont tnuous eeouracenent and poner reine criticism 
during the writing of this thesis. I would also like to extend my 
appreciation ro Dr. Pendergast and Dre Gill, the other members of my 
committee, for their helpful eanceet ions! 

| wish to acknowledge the financial support of Co-operative 
College of Canada. To the Department of Economics, University of 
Alberta, |! also extend gratitude for its financial and other support 
during my studies. 

| would like to thank Mr. Bhavani, Agricultural University 
of Andhra Pradesh, Rajendranagar, Andhra Pradesh, for his time and 
effort in arranging meetings with the officials of the Palmakul Co- 
operative Rural Bank. I! wish to also thank the officials of the 
Palmakul Co-operative Rural Bank for their invaluable assistance. My 
heartfelt gratitude is extended to the farmers in the Palmakul area 
who spared their time and overcame obstacles of language to be of 
assistance to me in my research. 

Finally, ! would like to extend my sincere gratitude to my 
family and friends who gave continuous encouragement throughout this 


effort. Also, many thanks and apologies to my typist, Jeanne DesRochers. 


hav be | 
- eas ey 7 yy ey ro oe a -_ : 
aha z aa vine eee ‘ 
sisi _— nage cea i : 
oa mcin AS ie Bion | notte at wee 
ve Yo etdann safe Ad ANG i bts 3 
| ‘pee . 
svinereggret Na syoaade Lelie att a ios 


to vstasavtad ssalmanae3! 10 saan at ov 


Y gsteroytel Tet husi spA souvent sty ot sdf! etaes be ae 
bie omit ald aot Aesbat® ey bel. snpianayea ase y5 ervibon % 

-o) lydenl6t any: te. aletettig scr daly zpntiwem rience at sotts 

‘aA2 0 eheipth ie, add ae ost oi dalw | tein Vow avitersgo — 

yn sane (826 Stdaubavat nied ei a Tavok ovitevaqoro? twiemts® 

; 6226 (uten tee bits nt anyone sia a babraexe 21 shutter sHe¥sneet | 

Yo ed G7 spouyadl % #eloetado sisanwo bem mld ‘a teats berege ott ta 

Sandon ve, ok oe ot wamnte lene a 

ym ot vbva laste sreaoie «mn ‘nation 39 1 aiid I 7 

_ ada sworguerdd: snags wooi euowel In02 avep onw ebneiat wns vile - ) 

.aretsofized onnssl anleler qed aiizals bes solnels yoimm cont 20a _— 


<< 


7 by” ine ) 
“yl 7 ’ 1 7 © her 
A) a Dy baw 
a “aly San Gunes eee ; 


TABLE OF CONTENTS 


PAGE 
ABSTRACT ‘ : ; ; . 
ACKNOWLEDGEMENTS . i : ; . : - 
TABLE, OF CONTENTS. <P. ‘ ° : ° : nt 
Cia e Ore TABLE Sor 4 ; RE OS ; Soe har Peas eye ix 
Dish OF FIGURES. oy aes : . 
CHAPTER 


1. INTRODUCTION . 


l 
Naturezand Scoperofetne: Problem.) a! %<cneat putes 16. 6 ! 
Research Objectives... ARES Pra ay rs 4 
Background and Format of as ecadys 6 


Fis e LHESDEVELOPMENT OF CREDIT, CO-OPERATIVESSING INDVAY:. 3... Se 
Historical Development of Credit Oy a in 
Wnidia ci... 6s iranian 9 
A Critique of Oke pecomendeeron: on "Credle 
CO-OPeraLiVeSs. 0 cee 6 wets ee ee nhs my Tee 


fiP. ROLE OF CO-OPERATIVES: IN FOODGRAIN PRODUCTION. <<. 2: . 28 


The Agricultural and Foodgrains Sector in India... 28 
Agricultural Output: An ee. of Foodgrain 
_ Performance... Sy Es deena ot Ss eee 29 
Agricultural Input ceetor eae Masia eter Weer EE, BE 
Role of Primary Credit Co- poeranive 
Societies in the Distribution of Modern Inputs. . . 42 


IV. AN ANALYSIS OF THE PERFORMANCE OF THE PALMAKUL 


CO=OPERATIVESRURAL (BANKS Ceuta. Sen. epreeer.. 5c.) 
Agricultural Economy of Hyderabad District... : 4g 
Description of the Villages Served ms the. Palmakul- 

Society srs... ie ae 55 


Evaluation of the Perfomance on tet Pei mekut Co- 
Gperative Rural Banke oo vos wo eee at cen ce ROU 
BET PEL encVchn iss sdesean es wateir ts bores anon eo a OS 
EGUILY sa. |< ee a ee ae 70 
Power ebruetice ES Mee Te RS Ne fee 74 

PRnCTUSLOn cle ok ee ne aati eet eee! 


vii 


oo ote 


» 


222 t se ees * 


i} 


= a 
: als a" ra 
~~ * 8 . 4) =e 
a ee 6 i/ior 
j Le Mar ewes 
soe ) ele + 
Pers & 779 


« «) 9 fe eae’ * bite one @ » = oe 8 a . vs . 


TLE DS ahi a 


nl asvithasae-od 3 ibe4d 6 0 


} 7 
4 a 
a Me 
5 = 
i 
; - 
- 2 ree 
. 7 
1 


‘ _ y B Shin 


5 
- 2 me Pome @ 10 e 4 eee a ee A 


sew ee oe mln odd Fo 


A) ry 


NOL “aawiTanasacoy tie 


atte He nnn ey ss 


» * f eo. 8) B12 94 * ? e 


CHAPTER 


VY. A MODEL OF THE STRUCTURE OF THE RURAL ECONOMY . . 


Dynamics of meetene ioral erence. Haoree fi . 
Impact of Imperfect Factor Markets on Wethods of 
Cultivation: Griffin's Thesis . 


Structure of the Product Market: The roRke Thesis: 


The Impact of Imperfect Markets on the Primary 
Credit Co-operative Society. 
Concitistonsme .°% 2s ens 


Vi. SUMMARY, ea gh ae Ni AND POLICY IMPLICATIONS . 


Stace 5 . 
Conclusions ance palitey [met esl onst eat 
Gini tatlons-of.thesstuaye.ucme 1.6 s. oases 


BIBLIOGRAPHY 
APPENDIX A. THE CROP LOAN SYSTEM . 


APPENDIX B. STATISTICAL BACKGROUND OF PALMAKUL FARMERS . 


viii 


et is 4 


PAGE 


83 
84 
93 


«120 


124 


126 


see 
- 126 


131] 


5 
. 142 


149 


mes 


a Rraingiens gaa a 


/ 1o°a 
| Barindeta pl 
es saa ni a ie UG oan 
nee ao 
: oe ri v = ? 7 5 
| 7 cy a 
7 | ® ' 
ers vain 4 P : A ? ee ator * P ico a 0 
i He rey. 7 
‘ is NE - 7 
I Le = 
. \ E: -< a ? Ul - is 
, ¥ ' ] og 8 i 
at 
deh res 2S py J aeh 
. i - x 
as aa ec . 
ore >. oe ee i 
i ie | 7 
ay - 7 ‘ 
7 rae £ - 
7 , ri a em, : Prey 
F { 
: i 7! Tie t ; -_ 
iP con a Eo ie Ce 
‘ . mio t id Ma 5 Mey ee" “ea * 
7 ao é ¥ a - _ 
. if >; ates) 7 A 
, : wk ~~ a he om ry ge 
- - 
Dw) 


> : eaiiale % ee see Ese ah eae a 


LIST OF TABLES 


TABLE PAGE 
3-1 Production of Foodgrains, 1968-69 to 1973-74, India... 30 
3-2 All-India Compound Growth Rates for Foodgrains. . .... 32 


3-3 Contribution of Growth in Area and. Yield to Growth 
in Broduction sfongSelected Cropsimat.j-Laamnnrakiva «= 34 


3-4 Linear Growth Rates of Production, Area, and Yield for 
Foodgrains in Andhra Pradesh, 1964-65 to 1970-71. . .. 35 


3-5 Progress of Area Under High Yielding Varieties, India. . 37 
3-6 All=indiia Consumption of Fertilisers. « ....+s +++ 39 
3-7 level denen: ofel rglaahlona. a hob te. be. C¥em-Otececa- © 40 
3-8 landulrerigatedsby sources otalrrigqationess.. 40. «<0 40.8 41 


3-9 Outlay on Agriculture and Co-operation in Five Year 
Plans at All-India and Andhra Pradesh Levels. ..... 43 


3-10 Progress of the Co-operative Movement, Selected 
indicatorsslnG ia Sh Welw. tke. Pednc 5.6. +. soo. +8, «oe yh 


3-11 Value of Inputs Distributed by Co-operative Societies .. h6 


3-12 Value of Inputs Distributed by Primary Co-operative 
Socletieseinal O2-iotet- ceeded oes + Veen “tse Benes) 47 


h-] SompceseObel TC idation 1otelo/iqyloee eae eee) Sd 


4-2 Percentage of Total Area Cropped Devoted to Principal 
CROPS Beek td sits is Mahe Sa et te Rind ene Nevin eee ape ave. < Eee Oe 


h-3 Particulars of the Villages Served by the Palmakul 
Co=operativerkuUral abankes «ese wag stn es ses oe arten) OO 


4h Croopina batterngofpthe WildageSweag- ss ss es os se Bhs 


4-5 Costs of Production for Principal Crops ......... 58 
h-6 Yearly feonemane Expenditurem@ieg «i s\-antomeenis ns Mae Ronee I5o 
h-7 Growth Statistics of the Palmakul Co-operative Rural 

Banicee tick deeb) Is 20s om See Die Pe RK Meets eth Bree mee 
4-8 Financial Particulars of the Palmakul Co-operative 


Rea libanki ce w <i: i Dedeaabe Meet o), otto Ole ee pee eae 


: eae sae stabs 0 sti ay ‘io sansgors 
aetily on ¢ Sake Tehaett od te notaamuaned ital -tiA 
yl. cane eh te a 2 # > ey egiant to aronwol ovat 
et ye netangiay! 19. aap ra0? va banogivw boss 


ae) Pts 


5 i Sih pga cenaelie aie 


eo 


-_. 


° 


saul dose evlaagentets ota Ye ere rgor Ofe€ 

4 mae es iS ris iS _ @romeaibal Ane 

; abtigl sez linked vd Yodudl19910 2joqgrl Youle ITH 
apt ten oO0 eh vd nee Yo sufev Sint 

a4 a Jets 1 gee inet Sule on ania in 

leqtonin8 os hesaencs Leatnel Soe | be 


sm 


a% 


TABLE PAGE 


hg Annual Rate of Growth of Working Capital, Share Capital, 


Depostis, and Reserves. / . : i ; os 2 3 PBS 
4-10 Distribution of Members by Landholdings, Village-wise 
Poratnemyesr 1 974=/5.me ees cee se?) chs cers vee oats 71 


4-1] Breakdown of Loans Disbursed by Landholding....... 73 


4-12 List of the Board of Directors, Palmakul Co-operative 
Relics MAUS. c) siete Renner a eune Re Lan treet Neem Suet 76 


4-13 Land Holdings of the Board of Directors as of June 29, 
1969, listed with the Co-operative Society. ...... 79 


4-1 Share Capital Holdings of the Board of Directors as of 
June #2951973). 


5-1 Distribution of Land-Owning Households by Size Class-- 
RUraletnces at 00-6) aime teat eet eee MN Ets Saeed 6103 


5-2 Distribution of Household Operational Holdings by Size 
Class=-Rurai (adja, 1960-6 like os ese ae st aes > 105 


A-| Scales of Finance Recommended for Principal Crops. ... . 147 
A-2 Costs of Production for Pr incl Pale GrOp same neserey ce. wer sae un 17 


B= Breakdown of Land Operated by Interviewed Farmers 
XeretofxeW fatima, VO el Ae He A fe es 6 Oa OE ee a Awe LEY 


B-2 Percentage Share of Total Operated Area, Total Wet Area, 
Total Irrigated Area, and Total Purchased Area by 


lai SU sos cay ee ce las ER re fy ohn Oe tien eos ae 
B-3 Costssot (Production for Major Crops-.%. 2 <i92 48. 3-6. 156 
B-4 Breakdown of Income and Expenditure for Interviewed 


Eseme PSien sect lon susie s:. sriiaim steele Ga wera Heats aceon cee ee el OG 


B-5 Cropping Pattern of Recipients of Special MTO Loans, 
Before and After Loan Disbursement. . .... <: 5 . ss 162 


af 
th 7 : ‘ 
gies & sis ow & eee ese Y) * 


ia 
= 


seiwtapohtiv. 


ne ees 


ieee tanec 


) in, a aa: yy See ee 


. Plaid 


-~gant2 6812 yd eblodozuct wh eee 
saaat el 


> « @¢ © of 2 © = YS r 4 » @« * Ua 


selz vd we tani nein judi i - 

.*« « «2° *& * * a * ‘ a 4 me ’ 

one re eqo7) fngioniy? Prsks bobremmpaeh sonar it Yo soles? 
he wl ees “abst HO tg NAc 


sephc hapetiarese aici Ape nao 
ao be ; ; 01 AiViprooaA 


baa on oe emeeiheare 


7 
 * * © «@ * rs | * . . os 


a 


bews 


ow 4 6. @ dee wle Ee: + oe ta 


re 


ee ee, 


ve: * > 7. 7m < yan 
wee ae Aad ane he ced 


be ae sear > _ on ee i ny) a. heater: ~? 


LIST OF FLGURES 


FIGURE PAGE 
1-1 Map Of Ind ae e J . s a e a e e e e e . J e . e e e e e e s 5 
5] Utni¢sattionrof land by ashMonopol (st. -. ws) cece ee 99 


5=2 Cholicesofe1echniqie: ofmercoduct Lonem. 10m: ermine ean 09 


xi 


CHAPTER L 


~ [INTRODUCTION 


AgrTcultural development in developing Agi iitice is not only 
dependent on the adoption of improved technology but also on a supporting 
institutional framework. This study is concerned with one particular 
institution--the primary eredie pon Operarive society--and its role in 
the modernisation of agriculture in rural India. After a presentation 
of the historical eveieonent of credit co-operatives in India, the 
study will focus on the agricultural scene in !nadia and the impact 
of the new cereal technology on foodgrain production. Following this 
discussion, the study will be concerned with an evaluation of the 
impact of primary credit co-operative societies on the modernisation 
process of agriculture. In particular, a case study of the role of a 
typical primary credit co-operative in Hyderabad District in the south 
Indian state of Andhra Pradesh will be undertaken. A theoretical model 
of the structure of input and output markets in the rural sector in 
India will be introduced to aid in the explanation of the performance 
of the co-operative credit societies. The primary credit CO Aber et ive 
society is one type of institution, together with improved technology 
which can aid in modernising agriculture in India. 

A discussion of the nature and scope of the problem, an 
outline of the research Shreccivest and a discussion of the nature and 
format of the study will be the focus of this chapter. 

Nature and Scope of the Problem 


In the nineteen sixties, technical change came to be viewed 
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‘as the predominant force hehind rapid modernisation of agriculture 
in developing countries. When the applicatton of new techniques did 
not meta the Senora increases in production, attention ores again 
turned to institutional eonsteatntem The comp lex questions of the 
role of institutions in agriculturat modernisation and the precise 
nature and timing of institutional change in the development process 
remain controversial, inkesclveds and comparatively under-researched. 
For example, there is a difference of opinion with respect to the 
timing of institutional change. One school of thought postulates that 
institutional change occurs as a consequence of technical change. As 
Hayami and Ruttan note: ''In our view, institutional reform is appro- 
priately viewed more as a response to the new opportunities for the 
productive use of human and material resources opened up by advances 
in technology than as a precondition for agricultural heveltoanenieua 
Myrdal, who is in opposition to this view, says: 

The major theme of our analysis will be that 

the success of technological reforms, designed 

primarily to increase the cultivated acreage and 

raise agricultural yields through variations in 

techniques and the input of capital, hinges largely 


on the extent of prior, or at least simultaneous, 
institutional Ehangceie 


Mui tro Hayami and Vernon W. Ruttan, Agricultural Development: 
An International Perspective (Baltimore: The Johns Hopkins Press, 1971). 


They note: ''One of the basic premises of the agricultural development 
and technical assistance programs of the late 1940's and early 1950's 
was that institutional constraints represented the major barrier to 
technical change and to modernization in agriculture." 


“ipid, p. 258. 
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oe 3Ggunnar Myrdal; Asian Drama: An Inquiry into the Poverty of 
Nations, Vol. [I (New York: Pantheon, 1968), p. 1260 
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No matter which position will bear the test of reality, the crux of the 
matter is that institutions are just as crucial to the modernisation 
process as technical innovations. 

Based on this premise, the primary credit co-operative in 
India has been envisioned as playing a key role in the modernisation 
and development of the rural economy. The major objectives of the co- 
operative are to reduce the dependence of the small farmer on money- 
fendered. and to encourage and aid the use of new improved fecnnaiecy.- 
Of the voluminous amount of literature on co-operatives in India, a 
significant portion of that literature probes the question of why co- 
operatives have been relatively unsuccessful historically as a catalyst 
of agricultural development in the Indian context. 

Myrdal gives a general criticism of the primary credit co- 
operative and concludes that they have been unsuccessful in eliminating 
rural Wisparitiesae Other researchers have delineated some of the 
variables crucial to the failure or success of the primary credit co- 
operatives. The power structure, rainfall, and irrigation facilities 
are some of the variables most frequently mentioned. Other writers 
focus on the fundamental question of the demand for credit. Their 
conclusion is that the problem is not one of an inadequate supply of 


credit, but one of lack of effective demand due to the lack of credit- 


Up aniel Thorner, Agricultural Cooperatives in India (Bombay: 
Asia Publishing House, 1965), p. 8. 


a PaNe Tewari, Agricultural Planning and Cooperatives (Delhi: 
Sultan Chand, 1972), p. 2. 


Juyrdal, Asian Drama, Vol. i, p. 1335. 
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worthiness on the part of the majority of farmers. A further, and not 
unrelated factor affecting the performance of primary credit co- 
operatives is the structure of the input and output markets in the rural 
sector. Consequently, there are many possible factors underlying the 
problems of the primary credit co-operatives in India and this study 
is just a continuing effort to delineate those factors ay precisely. 
Though co-operatives are beset by problems, they potentially 
have an important role in the transformation of Indian agriculture. 
The significant contribution they can make is with respect to the 
diffusion of new agricultural technology. In India today, agricultural 
development is still a vital and important problem if India is to 
improve its level of performance in agricultural, and particularly 
foodgrain production. The primary credit co-operative society can aid 
in the resolution of this problem by being an active agent of diffusion 
with respect to new technical innovations and of provision of the 
additional credit requirements created by these innovations. Conse- 
quently, this study will attempt to shed light on the problems of 
primary credit co-operatives and make policy recommendations with 
respect to the improvement of the performance of the primary credit 
co-operatives so they can better fulfill their role in the modernisation 


process of Indian agriculture. 


Research Objectives 


The general objective of this study will be an economic 
appraisal of the role of primary credit co-operatives in Indian 
agricultural development with special reference to a case study of the 
Palmakul Co-operative Rural Bank in Andhra Pradesh (see Figure 1-1). 


Specific objectives are: 
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FIGURE 1-1 


MAP OF LNDIA 
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Source: Adapted from U.S., Department of Agriculture, Accelerating 
India's Foodgrain Production, 1967-68 to 1970-71, by 
William B. Hendrix et.al., Foreign Agricultural Economic 
Report No. 40 (Washington, D.C.: March, 1968), p. ii. 
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1) to trace the historical development of credit co-operatives in 
India through an examination of the recommendations of various. national 
committees formed to study the gestion of co-operation; 

2) to cursorily examine the basis for ce emphasis placed by govern- 
ment planners on co-operatives as a vehicle for changing agriculture; 

3) to briefly describe the agricultural economy of the area under study; 

4k) to examine the performance of the Palmakul Co-operative Rural 
Bank on the basis of certain effictency and equity criteria; 

5) to delineate the power structure of the Palmakul Co-operative 
Rural Bank and to discuss generally its relation to the power structure 
in the area; 

6) to briefly discuss the role of institutions in the modernisation 
process, the dynamics of institutional change, and the relationship of 
insitutional change to technical change; 

7) 7) to formulate a model of the factor and product markets of the 
rural economy in order to delineate the constraints faced by the primary 
credit co-operative; and 

8) to summarize the major conclusions and policy recommendations 
of the study with respcet to the role of primary credit co-operatives 


in agricultural development. 


Background and Format of the Study 
Field work for this study was carried out in June, July, and 
August of 1975 in Andhra Pradesh, Initlally, trips were made to the 
Agricultural University of Andhra Pradesh (AUAP), Rajendranagar, to 
collect information and literature with respect to the problem and to 
discuss the problem with staff members specializing in co-operative 


studies. The choice of the Palmakul Co-operative Rural Bank was made 
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on the basis of the nearness to the city of Hyderabad and its 
affiliation to AUAP. 

Thestitclalstrtips. to Palmakul were concerned with meet ing 
the officials of the Bank and tesorscaliag and outlining the problem. 
Subsequent trips were made to hese siete raise Most of the inter- 
viewing was done at the Co sererneine soc ety at the tune of the dis- 
bursement of the fertiliser asimreaaat of the crop loan. The choice of 
farmers was completely arbitrary--that is, those farmers willing to 
talk and to spare the time were interviewed. Most of the interviewing 
was subject to the constraint of lack of privacy; the building was 
structured in a way that there were only two offices, with no doors. 
Unfortunately, the interviewee was usually surrounded by five or six 
farmers who may or may not have been potential respondents but who 
entered into a discussion of the questions. Sometimes the only response 
received would be an excited discussion by all the farmers including 
the respondent. As a consequence, the data is subject to certain 
constraints and biases and must be viewed with some circumspection. 

This study has the following format. Chapter II presents the 
historical development of credit co-operatives in India. A related ap- 
pendix describes the details of the crop loan system. Chapter III focuses 
on the basis for increased production in Indian agriculture; the con- 
clustfon fs that productivity is the crucial variable. The study turns to 
a description of the increase in the consumption of inputs and the role 
of co-operatives in the distribution of these inputs. In Chapter IV, 
the study is more narrowly focused upon the Palmakul Co-operative Rural 
Bank and the area served by this institution. Firets the agricultural 


economies of the district and the villages served by the co-operative 
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society are described. The study then focuses on an economic evaluation 
of the performance of the Palmakul Co-operative Rural Bank. The power 
structure of the co-operative society is also delineated. Chapter V is 
concerned with a discussion of institutional change, as well as an 
examination of a model of the rural economy. Finally, in Chapter VI, 
the major conclusions and policy implications of the study are 


summarized. 


‘a vt) 


we 


no. ” 


se ores 


Lower if 1; 24 
} aor 
Re a Fue - ™ 
i : 4 
en «PR lee 15 bite 
, Sn » 
2 ete pe : ‘ 
2 aia i » 
\ yl i< 14 sta ala] af 
aoe . 
6 - * 
» % ri = | 
15 i. ith) Fei 
, a ‘ &S 


i] 


é 


bt 


" ei ” 


7 vate rity 


mt oa 
> 


: % sus Riche ofa 


| a Ns 


it ts i A 
pel eatin big enol 


! “ et 


oy lw in 
+ = = 
‘ Ly : 


n Ye unt 

re 

‘tones ‘s 
vy : 


io ae) 
. ow Fan 


“at aa 


7 
¥ 


CHAPTER I| 


THE DEVELOPMENT OF CREDIT CO-OPERATIVES IN INDIA 


The major objective of this chapter will be to trace the 
historical development of credit co-operatives in India. Such an 
analysis will centre on an examination and criticism of the recommenda- 
tions of various national committees formed to study the question of 
co-operation in India. As a result, this analysis will shed light on 
the areas which have been problems for the credit co-operatives since 


their inception. 


Historical Development of Credit Co-operatives in edge 


Co-operatives are not indigenous institutions of the Indian 
rural system. There may rete been some pre-existing tendencies towards 
co-operation in the areas of public works and cultivation, but the 
areas of credit and marketing were functions of certain castes 
Aire The necessity of introducing this basically ‘Western’ 
institution was, in part, the consequence of British domination. John 
Mellor points out that increasing British domination ''was in many 
respects causal and in any case coincident with increased monetization 


3 


in rural India." Those Indians who became debtors due to the increased 


iris discussion draws mainly upon the material in R.B. Tyagi, 


Recent Trends in the Co-operative Movement in India (Bombay: Asia 
‘Publishing House, 1968); and M.M. Bhalerao, Agricultural Cooperation in 


India (London: Plunkett Foundation for Cooperative Studies, 1970). 


are Catanach, Rural Credit in Western India, 1875-1930, 
(Berkeley: University of California Press, 1970). p. 229. 


3 John, Mellor, ''The Evolution of Rural Development Policy", 


in Developing Rural India (Ithaca: Cornell University Press, 1968) 
pee ie 
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monetization also faced stricter enforcement of debts. The British 
centralized the enforcement of agreements; in particular, the money- 
lender could appeal to British law to uphold a case against a cultivator. 
As a consequence, there was an increase in land transfers to the money- 
lender especially in the late nineteenth Century Invtact, this 
situation was the major cause of the Deccan riots in 1875 in which the 
money lenders were the focus of se Though one can not say that the 
co-operative movement was a response to the Deccan riots, the riots did 
in fact increase awareness of a very basic problem in rural lesbians 

By the late 1800's, the beginnings of a co-operative movement 
could be discerned. A major proponent of this movement was Frederick 
Nicholson, Collector of Tinnevelly in Madras Presidency. in 1892, 
he was asked by the Madras Government to write a report on the feasibility 
of co-operative institutions. It was published in 1895 and with a 
shift of the persons in power in the Madras Government, the report was 
rebuked quite abusively. Unofficially the report circulated in the 
northern provinces of India but, on the whole, the matter seemed to 
have been dropped. Nevertheless, due to the interest of certain 


officials in the upper echelons of the Government of India, the 
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31y fact, the Deccan Riots Commission recommended legislation 
to stop the transfer of land to moneylenders and began discussion on the 
idea of introducing ‘'agricultural banks''. But the Commission concluded 
that such banks should be left to private initiative since success was 
doubtful because peasants were still engaged mostly in transactions of 
kind rather than cash. 
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Nicholson report as well as a book by H.E.L.P Dupernex, a civilian, 

on the possibility of co-operatives in India, were circulated to the 
--provincial governments in late 1900. The response, on the whole, was 
very negative with many officials citing examples of mistrust between 
various factions, therefore implying that the co-operative spirit could 
not be fdetered. Further support was received for the co-operative 


movement by the Report of the Famine Commission in 1901 which urged 


: , * : os 2 
measures calling for the implementation of a co-operative societies act. 


Since in the upper reaches of the government there was support for the 
movement, little time passed before the Co-operative Credit Societies 
Bill of 1904 was enacted. 

The Bill called for a special officer in each provincial 
government to act as the Registrar of Co-operative Societies. The 
Registrar is still an active functionary in the co-operative system 
today. The Bill also called for open membership; the moneylender then, 
was included in the system. The societies were to provide short-term 


3 


loans” and the liability of the societies was to be unlimited. Loans 

were to be advanced only on the basis of personal or real security; to 
cE ‘ ’ 4 

make advances against crops was considered quite unsuitable. Grants 


from the government on a rupee-to-rupee basis up to Rs. 2,000 would be 


extended only when the society had managed to collect some deposits. 


Meatanach, Rural Credit, p. 47. 


aiid, p. 48. 


ee eee 


3Loans for consumption, then, were left to the purview of the 
money lender. 


 Cdtariach; Rural Credit, p. 44. 
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This final restriction severly limited the number of societies that could 
be formed in the initial years. At the end of 1906, there were thirty- 
one societies registered in Bombay and sixty-five in Punt abe 

To encourage further growth of co-operative societies, the 
Act of 1912 was passed which ''contained provisions for the registration 
of all types of co-operative societies, including central financing 
agencies and supervising unfonsie!!@ The Act specified that: the 
liability of a central bank was to be limited; the percentage of share 
capital held by an individual could not exceed twenty per cent of total 
share capital in a limited liability society or the value of Rs. 1,000; 
priority was to be given to the claims of the society as against other 
creditors; the society could set off the shares, deposits, and other 
holdings of the member against his overdues; societies could receive 
deposits and loans from non-members; and one-fourth of the profits of 
the society had to be used to constitute a fund called the Statutory 
Reserve Fund. It also extended the powers of the Registrar to in- 
vestigate the constitution, working, and financial conditions of the 
societies and to liquidate the societies. Though this Act infused some 
enthusiasm into the movement and there was a growth of co-operative 
societies, later reports found that there was a lack of a truly co- 
operative spirit and a danger of powerful interests controlling the 
primary poctetiess: There was also a recognition that the co-operative 


failed to meet the consumption needs of the farmer and that it should 


Gideon. Sa: 


2Bhalerao, Agricultural Cooperation in India, p. 43. 
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have stronger ties with marketing. | 

In 1915, a comnittee headed by Edward Maclagan, Secretary of 
the Revenue and Agriculture Department, was formed by the Government to 
investigate the working of the co-operative societies. One of the 
reasons for the formation of this Committee was that the co-operative 
societies were increasingly relying on mortgages of land to extend 
loans. This practice limited the expansion of the co-operative movement 
because many peasants did not have land to mor taaae ia The major recom- 
mendations of the Committee were: loans for productive purposes only 
should be extended; loans should be given only to members (in opposition 
to the Act of 1912); the area of operation should be small so that the 
principles of co-operation--mutual help, social cohesion, and mutual 
knowledge--could be effective; there should be periodic audits to 
inspire confidence in the societies; and there should be organisation 
of sale and purchase Soctenieete The policies of open membership and a 
picexv fund were reaffirmed. But the Committee did not specifically 
mention the very serious problem of what should be the basis for the 
extension of loans. 

Despite the fact that the Committee made no recommendations 
on this major issue, the co-operative movement continued to grow. In 


1919, under the Montagu-Chelmsford Constitutional Reforms, co-operation 


Waeeed two points were made in the Report of the Agriculture 
Finance Committee (1944) and Report of the Cooperative Planning 
Committee (1945). 


aeetanach, Rural Credit, p. 113. 


3py sale and purchase societies, the committee meant 
consumer and marketing co-operatives. 
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came under the jurisdiction of the provincial governments. Numerous 
conferences were held and committees were formed, but nothing of major 
importance occurred until the formation of the Central Banking Enquiry 
Committee in 1931. This Committee's recommendations led to the 
creation of the Reserve Bank of India and its department, the Agricul- 
tural Credit Department, which began to supervise the co-operative 
movement and its development. 

The next major committee to be formed was the Gadgil Committee 
(or the Agricultural Finance Committee) in 1944. This Committee 
' recommended that there should be stronger ties with marketing societies. 
It also recommended the creation of a central agency in each province 
which would be aided by each State and which would provide credit 
through sub-agencies (district co-operative banks) to the primary co- 
operative societies. The logic behind this recommendation was that 
"the entire problem of agricultural credit could not be soived by co- 
operative institutions alone, single handed and that State assistance 
was but essential and ines table mie One should mention here that this 
recommendation viewed the central agency strictly as a lending agency 
(i.e., there was no mention of subscription of share capital of the 
primary co-operative society’ by the central agency). The concept of a 
central agency was revolutionary and it shaped the present structure of 
co-operative institutions in India. 

A year later, in 1945, the Cooperative Planning Committee or 


the Saraiya Committee was formed to ''draw up a concrete plan for the 


Livagie Recent Trends, p. 14. 
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future development of the movement on systematic and sound iineane “Ad. 


The major recommendation of the Committee in the area of agricultural 
production and agricultural credit was that the credit society should not 
only extend loans to finance crop production but also aid in selling 
produce to a co-operative marketing eocicty, The society should also 
supply agricultural inputs (seedee fertilisers, pesticides, and farm 
implements) and try to supply basic consumption needs (cloth, Sugar, 
salt, and other necessities). This recommendation arose out of a 
recognition that as long as consumption finance was in the purview of 
the moneylender, Sait farmers could not/would not use credit for 
production purposes and therefore could not better their low income 
level and break the "Nyietous circle''. Other recommendations were that 
all societies should have limited liability except those societies which 
had been successful with unlimited liability and that the State (i.e., 
Government of India) should provide a large percentage of the share 
capital of the provincial co-operative banks. The Committee also 
reaffirmed the idea of open membership and declared that the minimum 
membership for a society was 50 members. The Committee made recommenda- 
tions in many other fields of co-operation (for example, marketing and 
industrial co-operatives). 

The most important committee of all was appointed in 1951] by 
the Reserve Bank of India and was known as the All-India Rural Credit 
Survey Committee (Gorwala Committee). This Committee was specifically 
appointed to undertake a comprehensive survey on a nationwide basis. 


The survey covered 127,343 families in 600 villages in 75 districts. 
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Almost all literature on the co-operative movement in India refers to 
the findings of this Committee. 

Expanding upon the recommendation of the Saraiya and Gadgil 
Committees with respect to State partnership, the Gorwala Committee 
recommended a new scheme called the Integrated Rural Credit Scheme. 
This scheme was composed of three aspects: 

1. State partnership at all levels; 


2. Linkage between credit and other processes (for example, 
marketing and storage); and 


3. The training of efficient and responsible personnel to 
administer the plan. 


In this scheme, the principle of State partnership was revolutionary 
and created the most furor. State partnership meant that either the 
Reserve Bank or the provincial government could subscribe to share 
capital of the primary co-operative society and thereby have a say in 
the running of the society and also nomination of individuals to the 
Board of Directors of the society. This is a vastly different propo- 
sition from the recommendation of the Gadgil Committee to create a 
central provincial agency and the recommendation of the Saraiya 
Committee for the State to provide a percentage of the share capital 
of the central provincial agency. 


Another recommendation that created controversy was the call 


ly most of the reports ''State'' is never defined and one is 
often confused if it means the Government of. India or the provincial 
government. In most cases if the State in question is the provincial 
government it is mentioned so specifically. If State means Govern- 
ment of India, it automatically refers to the Reserve Bank of India 
after 1935. Yet in the case of State partnership, State refers to 
the central financing agency of each provincial government. 
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for large-sized societies with a minimum membership of 500 and a 
maximum membership of 1,000. This was in opposition to the recommenda- 
tion of the Maclagan Committee which recommended that the area of 
operation and the size of the society should be small and to the recom- 
mendation of the Saraiya Committee that minimum membership should be 50. 
The Gorwala Committee hoped, however, that a larger society would be 

a more viable unit and could provide services (i.e., supplying agricul- 
tural inputs and providing links with marketing societies) more 
consistently. The idea of open membership was reaffirmed once again. 
Other recommendations were: there should be a minimum share capital set 
for each level of society and that it should be raised to some optimum 
level; members should be obligated to try and retire the State share 
while reaching the optimum level; loans should be extended in the form of 
crop-loans (a major recommendation that was not acted upon for a long 
period of time); the village artisan should be extended some form of 
consumption loan; and all societies (apex, district, and primary) 

should have an agricultural credit stabilization fund. The creation of 
stabilization funds was the other revolutionary step taken by this 
Committee and this action met with wide approval. these funds were 
encouraged to be maintained so as to tide over the societies (and 
members) in times of heavy arrears and natural calamities. 

The debate that took place because of the recommendations of 
the Gorwala Committee was most intense at the Conference of the National 
Deve lopment Council headed by Prime Minister Nehru in November, 1958. 
Here it was resolved that the co-operative should take the village as 
the primary unit of operation unless the village was so small that the 


society could not be a viable unit. Even then, it should not go beyond 
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two miles. This is a reaffirmation of the recommendation of the 
Maclagan Committee and based on a similar logic that a small society 
would better fulfill the principles of co-operation. Nee the member 
of the conference felt that the co-operative society should work with 
the panchayat (local unit of be eo nnent as much as possible. The 
Council further resolved that -the co-operative should be responsible for 
_ carrying out programs to use existing irrigation facilities fully, to 
apply new farming techniques, and to produce green and organic manures. 
Targets for coverage and amount of credit to be extended were also set. 
To study what changes were necessary to implement these resolutions, 

a Working-Group on Co-operative Policy (Damle Committee) was formed in 
December, 1958. 

This Committee recommended that the primary co-operative 
society should not ''combine the credit function which was of primary 
importance to all the people in the village with such other functions 
in which only a few people might be interested gran! (for example 
marketing or programs for soil erosion). It also recommended that 
limited liability should be adopted. However, it recommended against 
State partnership in the primary societies until the experience of the 
large-sized co-operatives was evaluated. It made other recommendations 
concerning how to reach the target membership. 

In September, 1959, the Mehta Committee was formed to study 
the question of how to expand credit for agricultural production. This 
Committee recommended that a viable society should not extend over four 


miles or over a population of 3,000. Viability was defined in terms of 
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the Co-operative having ''the ability not only to command the service 
of competent personnel but at the end of the stipulated period of three 
years it should be able to meet fully the expenditure incurred on such 
personnel as well as the expenditure on rent, audit and supervision and 
to provide for education fund, reserves and reasonable return on share 
capital!" Other important factors were the linkage between credit and 
marketing, the extent of supervision over credit use, the extent of 
mobilisation of rural savings, and the extent of distribution of 
essential commodities. State partnership was accepted but a maximum 
limit of Rs. 10,000 and a minimum limit of Rs. 1,000 were set. In the 
area of determining credit for the borrower, the Committee recommended 
that the effect of cultivation methods on income, and therefore on 
repaying capacity, should be taken into account.. In addition, members 
should be given loans whether or not they owned land, especially if two 
sureties could be prodicedes Maximum borrowing capacity was set at ten 
times the paid-up share capital of the member in the society. For loans 
above Rs. 1,000, mortgage of land was recommended. The Committee also 
made other recommendations concerning the credit limit of the society 
(eight times its owned funds), the role of State partnership, and the 
problem of how to increase deposits. 

The final committee to be considered in this study was formed 


in 1966 by the Reserve Bank of India--the All-India Rural Credit Review 


THe practice is subject to possible abuse, especially when 
one member of the society can pressure another member to receive a 
loan which would flow to the first member (highly probable in the case 
of landlord and tenant). 
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Comittee. The task of this Committees was to ''review the supply of 
rural credit in the context of the Fourth Five Year Plan (1969-73) 
generally and, in particular, of the requirements of the intensive 
- programmes of agricultural production in different parts of the 
country Field studies were conducted in Intensive Agricultural 
District Programme (hereafter known as IADP) areas under the High 
Yielding Variety Programme (HYVP). Studies were also conducted on 
primary land development banks (long term credit). The major recom- 
mendation in regard to credit co-operatives was that the crop loan 
system be implemented in all areas as soon as feasible. All other 
recommendations were corollaries of this major recommendation. A 
-rather unique recommendation was that cultivators below a certain min- 
imum farm size should be given the full amount of the crop loan while 
those above a certain maximum farm size should be given a smaller 
amount than those who fall in between the two limits (the latter would 
receive a certain proportion of the full amount). This hopefully would 
encourage large farmers to finance production to a greater extent out of 
their own resources. Unfortunately, this recommendation has not been 
widely implemented. Another important recommendation was that in policy 
with respect to loaning and recovering, seasonality should be observed. 
Due dates should be some time after harvest so as to allow discharge of 
the produce at a reasonable price, the logic being that immediately 
after harvest prices would be low. Loan procedures should be eased so 
that the cultivator receives aid when he needs it (i.e., at the start 


of production and during the period of transplanting). Also the 


Tre ort of the All-India Rural Credit Review Committee. 
(Bombay: Reserve Bank of India, 1969), p. 4. 
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Committee reaffirmed the principles that the loan should not be based 
on the farmer's ability to mortgage. The Committee made many other 
recommendations concerning recoveries and overdues and the promotion of 
viable units. The Committee also recognized that the primary co- 
operative societies could not meet all the needs for credit in the rural 
areas and therefore called for the extension of the commercial banks 
into the countryside. The banks, it was suggested, should concentrate 
on viable cultivators (presumably large farmers) and co-operatives which 
provide services (for instance, marketing co-operatives, processing 
co-operatives, and land banks). Their recommendation that large 

farmers not receive the full amount of a crop loan was intended to 

push large cultivators to the commercial banks for their finance. 
Overall, there was an emphasis on a multi-agency approach, so that 

the primary co-operative societies would be primarily concerned with 
the provision of credit for small and marginal farmers. 

Many of the recommendations made by the various committees 
were similar in character though worded differently. That many have 
been adopted can be substantiated by looking at the present credit co- 
operative structure in India. 

The present co-operative system in India consists of three 
levels of administration. The basic units are the primary co-operative 
societies which vary in size and purpose and have open membership. 
Above them are district co-operative banks and at the top, is a state 
co-operative bank which provides the link with the Reserve Bank of 
irda Most of the societies are of limited liability; there is State 
partnership at all levels; and the Reserve Bank of India aids the 


primary societies indirectly through the apex banks. in 1966, the 
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Reserve Bank of India issued the directive that all primary co-operative 
socleties should operate on the basis of the crop loan system. More- 
over, at the village level, there now exist some branches of commercial 


banks. 


A Critique of the Recommendations on Credit Co-operatives 


There are several points on which all the committees are 
silent. One is with respect to the constant reaffirmation of the 
principle of open membership. This is quite curious in view of the 
fact that many have stated the basic problem of the primary co-operative 
society is that it is in the control of vested interests. This point 
is neatly made by Tyagi who has summarized the feelings of the Gorwala 
Committee as follows: 

The co-operative credit structure has to face 

the strong and forceful opposition of the 

village trader and moneylender and similar other 

vested interests, very often found inside the 

society itself in the form of director, 

sarpanch[president of Panchayat] or an in- 

fluential member using all his influence and 

energies in sabotaging the organisation itself 

from within. 

Catanach points out that the early co-operatives also faced this 

2 
problem of control by moneylenders and large landowners. He concludes 
that this is a consequence, to some extent, of the policy of open 


membership. Daniel Thorner points out that the leadership of the co- 


operatives is in the hands of those--the moneylenders, landowners, and 


magi Recent Trends, p. 49. 


acatanach; Rural Credit, p. 66 
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merchants --who use such institutions to reinforce the traditional 
power structure. In a recent article, Sib Nath Bhattacharjee contends: 


"The men of vested interests have been dominating most of these 


age : : oes z 
societies to serve their own interests at the expense of the majority." 


Dantwala confirms this when he notes that ''many well-to-do farmers 
borrow from institutional agencies to avail of the subsidy element in 
it (especially co-operative credit) and use their own funds for ‘other 
purposes'.''? It has also been found that large farmers relend the 
co-operative loan at a higher interest rate to non-members. But this 
abuse of and bias of the Co-operative society is, as V.M. Jakhade 
states, ''the result of the socio-economic conditions and power 
structure in the viulenes and not of any bias of the agricultural 
policy nae The All-India Rural Credit Survey Committee reaffirms 
this when it says: ''the main causes Cof the bias of the co-operative 


societies3 are much deeper. They are largely socio-economic in 


character and are relatable to certain fundamental weaknesses which 


Thorne ris Agricultural Cooperatives, p. 33. 

2 Sib Nath Bhattacharjee, ''Leadership in Rural Cooperatives on 
Cross-Roads'', Indian Cooperative Review, VIL, 3 (1970), p. 356. 

3y.L. Dantwala, ''Preface"', in Agricultural Development in 
Developing Countries--Comparative Experience (Bombay: The Indian 


Society of Agricultural Economics, 1972), p. 32. 


YOM. Jakhade, "Credit Policy and Agricultural Development", 
in Agricultural Development_in Developing Countries, p. 400. 
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have developed in the rural structures" However, Jakhade misses an 
essential point with respect to the connections between the rural elite 
and agricultural planners, It is highly probable in India that there 
are close ties between these two groups through a nexus of caste, 
education, and meat enc Dantwale hints at such a possibility when he 
states: ''The suggestion that the cooperative credit should be 
available only to the 'small' farmer for creditworthy purposes and by 
implication should not be available to the 'rich' farmer--who may 
borrow from the commercial banks--has however not found favour with the 
cooperatives or even the policy maker: 

Although, in 1966, the All-India Rural Credit Review 
Committee did pooner the entrance of commercial .banks into the area 
of rural finance, progress has been slow. Only recently have there 
been renewed calls for a multi-agency approach to rural credit. As 
Jain says: 

In the present situation of changing agriculture 

and the emergence of significant developments in 

the area of term-credit related to the new techno- 

logy, viz phenomenal increase in the demand for 

credit shift towards long term-credit and the 

need for providing credit for the small and less 


privileged cultivators there is ample scope for 
functioning and active participation of other 


Meeserve Bank of India, All-India Rural Credit Survey, Report 
- of the Committee of Direction, The General Report, Vol. |! (Bombay), 

p.- 4, quoted in V.B.R.S. Somasekhara Rao, ''Crop Loan System through 
Cooperative Central Banks in Andhra Pradesh'', Indian Cooperative 
Review, VII, 2 (1970), p. 224. 


eon eanach approaches this point tangentially when he 
delineates the castes of those in power in both rural and urban areas. 


‘See also Keith Griffin, The Political Economy of Agrarian Change: An 
Essay on the Green Revolution (London: Macmillan Press, 1974). 
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Dantwala, "Preface", p. 33. 
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other institutional agencies in the spiere 
meeting the enlarged demand for credit. 


This point has been recently emphasized by Sarveswara Rao, et. al. 

in a recent meee ta These authors show that as agricultural pro- 
ductivity changes due to changing teehnoloey: the institutional frame- 
work must also change. Therefore, an area with low agricultural produc- 
tivity and traditional methods of cultivation may have/should have a 
different institutional framework than an area with high productivity 
and new methods of cultivation. 

Despite the call for a multi-agency approach since 1966, 
"commercial banks have come into the picture for the last three years 
only €1969-719"'.? Literature is now emerging on the successes and 
problems of commercial banks. Studies have shown that banks have in- 
creased farm returns and that there are no overdues in the villages 
served by the peri ses However, a similar problem appears with banks as 
with co-operatives--small farmers are at a disadvantage in obtaining 
loans. This may be a particularly crucial problem in areas with 
modern cultivation methods where emphasis may be on non-government 


agencies to provide credit. 


Thee. Jain, ''Sources of Credit and Changes in their Relative 


Importance'', Indian Cooperative Review, IX, 4 (1972), p. 507. 


a Sarveswara Rao and others, ''Institutional Framework for 
Agricultural Development'', in Serving the Small Farmer: Policy Choices 
in_ Indian Agriculture, ed. by Guy Hunter (London: Reading University/ 


Overseas Development, 1974). 


3n.5. Shah, ''Rapporteur's Report on Institutional Credit for 


~ Agriculture", Indian Journal of Agricultural Economics, XXVI (Oct/Dec 


Bia, p. 455. 
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Another area on which the recommendations of the committees 
were completely silent, though it is a major restriction on the growth 
and working of co-operatives, concerns the provision of an adequate 
water supply. The Nagpur Resolution (Conference of National Development 
Council in 1958) mentions that the cotoperative should oversee the full 
vutilization of available irrigation paca lie ies but this is never men- 
tioned again by any committee. Catanach reveals the importance of this 
factor when he notes: ''That in Dharwar a more rellable rainfall than 
that of the Deccan provided the basis of a reasonable prosperity which 
was so often lacking amongst the peasantry to the north and guts 
Dharwar on the whole had more successful co-operatives than the Deccan 
region. Frankel in her discussion of the crop loan makes the point 
that small farmers do not borrow to the limit because of inadequate 
water supply.— The farmer at the margin is especially unwilling to use 
the fertiliser component because the benefits of such use are uncertain 
with an unreliable water supply. This point is supported by both Desai 
and Desai and Thieeenucente Other writers are beginning to recognize 
that infrastructure such as irrigation facilities is a necessary pre- 


condition for credit institutions to have a semblance of success. 


lcatanach; Rurale Crédit, ap. 65. 


ge aneine Frankel, India's Green Revolution: Economic Gains 


and Political Costs (Princeton: Princeton Univ. Press, 1971), pooh 


srs 35M. Desai and D.K. Desai, Farm Production Credit in Changin 
‘Agriculture (Ahmedabad: Indian Institute of Management, iSsj eee oF 


and W. Thiesenhusen,.''What Changing Technology Implies for Agrarian 
v~Reform'', Land Economics, L (Februrary 1974). 


Boa vacnars Rao, ‘Institutional framework for agricultural 
development'', p. 56. 
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To summarize, in the historical development of co-operatives, 
certain problem areas were inadequately dealt with by the various 
national committees. These areas, as we have seen, are the policy of 
open membership and the provision of an adequate water supply. The 
policy of open membership is crucial because of the consequent control 
of the co-operatives by vested interests as has been detailed in this 
chapter. An adequate water supply has Been Beeecnined to be important 
in the adoption of new technology and consequently the utilisation of 
the co-operatives for credhe These two problem ens are crucial to 


the success of co-operatives in fulfilling their pbjece yess. 


Le Chapter |, p. 3. 


CHAPTER III 


ROLE OF CO-OPERATIVES IN FOODGRAIN PRODUCTION 


The focus of this chapter will be to demonstrate the importance 
of the co-operative credit institution in a situation of changing 
agriculture. It will be shown that productivity change has become the 
major contributor to changes in agricultural production. As C.H. 
Hanumantha Rao says: ''Capital, together with scientific knowledge, has 
already become a major source of growth, and its significance is 
rapidly eer eit oe Indeed, the significance of the application of 
science and technology to the transformation of traditional agriculture 
is seen empirically, in the ''green revolution!’ and seen theoretically in 
a dominant mode | of agricultural deve lopment--Schultz's high pay-off 
input node The modernisation of traditional agriculture requires 
modern inputs--for example, the employment of high yielding varieties 
and the application of fertilisers and pesticides. Government planners 
in India have viewed the co-operative credit institution as a prime 
agent for the distribution of modern inputs. If it can be shown that 
the primary co-operative societies take an active role in the distri- 
bution of these inputs, one can conclude that the societies have some 


effect in changing agricultural production. 


The Agricultural and Foodgrains Sector in India 


Beginning with W.A. Lewis in 1954, theorists in the field 


+CsHieHanumantha Rao, ''Farm Size and Credit Policy'', Economic 


v and Political Weekly, V, 52 (1970), p. A-158. 


ey. further. discussion of this model see Hayami and Ruttan, 


Agricultural Development, p. 39. 
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of economic development have emphasized the importance of the role of 
Deaicutrires This emphasis stems not only from the fact that agricul- 
ture is the largest contributor to the GNP of most developing eountries. 
but also from the belief that an efficient and productive agriculture 
will release resources and provide income transfers to the other sectors 
in the Aseaguct © Following this line of reasoning, it is essential to 
evaluate the growth pattern of agriculture to predict the growth 


potential of a developing country. 


Agricultural Output: An Appraisal of Foodgrain Performance 


Since foodgrain production is the most important component of 
agricultural production in India, the growth performance of foodgrains 
can be regarded as an approximate barometer of overall agricultural 
performance. The historical growth in foodgrain output in India has 
not been steady nor particularly high. During the First-Five Year Plan 
(1950-51 to 1955-56), food output increased at the rate of seven per 


cent per annum whereas by the end of the Second Five Year Plan. 


Up Lewis, The Theory of Economic Growth (Homewood, 111: 
R.D. Irwin, 1955). 


2G India for example, agriculture's share of the GNP was 
approximately 45 per cent in 1970 and its share of the labour force was 


69 per cent. See T.S. Veeman, Economic Consequences and Policy Impli- 
cations of the ''Green Revolution'' in India with Particular Emphasis on 
Water Resources Policy in Punjab, Ph.D. Thesis (Berkeley: Univ of 
California, 1975), p. 14. 


3For a further elucidation of the role of agriculture in 
economic development see Hayami and Ruttan, Agricultural Development; and 
Bruce F. Johnston, ''Agriculture and Structural Transformation in 
Developing Countries: A Survey of Research'', Journal of Economic 
Literature, 8 (June 1970), pp. 369-404. 
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(1956-57 to 1961-62), food output increased only at three per cent per 
aanunee In the early sixties, the performance was not much better as 
seen by the fact that in 1963-64 foodgrain production was 80.5 million 
metric tons, a slight increase over the 1953-54 figure of 72.2 million 
metric tons. The record production in 1964-65, prior to the Breen revo- 
lution, was due to unusually: good weather (i.e., rainfall that was 
neither too little nor ee much) , if the next two vente 1965-66 and 
1966-67, there was widespread drought and production dropped near to the 
1954 level. In Table’3-1, recent experience from 1968-69 to 1973-74 is 


depicted. 


TABLE 3-1 


PRODUCTION OF FOODGRAINS, 1968-69 TO 1973-74, INDIA 
(Million Metric Tons) 


Crop 1969=69 ne 969270 el 9/057 lee) 7la.2e el 2=/ 3m 197378 


1 Rice 39.76 40.43 42.22 43.07 38.63 43.7 
2 Wheat 18.65 20.09 23.83 26.41 24.92 OP) 
3 Maize 570 5.67 7.48 Syl ho. 6221 
4 Jowar 9.89 9.72 8.10 The? 6.44 28.1 
5 Bajra 3.80 Bh Sh: 8.03 See 3.80 
6 Other 

cereals 5.88 6.57 6.94 6.46 aval 
7 Pulses 10.42 11.69 1ieo2 11.09 9.49 o/) 


8 Total 94.10 99.50 108.42 105.17 95.20 103.6 


Sources: Government of India, Planning Commission, Draft, Fifth Five 


Year Plan, 1974-79, Vol. I!. (New Delhi: 1975), p. 46; and 
' “Record and Statistics, Food Situation: 1974-75'', Eastern 


Economist, 65 (July 1975), p. 44. 
One can observe that in all crops, except maize, there was a steady 


lw David Hopper, "'A Perspective on India's Food Production", 
Eastern Economist, 66 (January 1970), p. 183.. 


increase up to 1972-73. In that year, there was widespread drought and 
production in all crops except maize dropped near to the 1968-69 

level. The growth rate for total foodgrains in this period is 1.02 per 
cent per annum. The conclusion is that the growth in food-grains pro- 
duction has been nei ther steady nor significant since the First Five 
Year Plan and the major setbacks have been due to bad weather (i.e., 
drought). 

Of greater relevance would be an analysis of the contribution 
of growth in area sown and growth in productivity to growth in pro- 
duction. John Mellor has shown that in the first two plans (1951-61), 
nearly two-thirds of the growth in production was explained by increase 
in area cultivated ® That such is not the case for more recent years 
Is substantiated by the data presented in Table 3-2. Table 3-2 shows 
the All-India compound growth rates for foodgrains for the periods 
1949-50 to 1964-65, 1964-65 to 1970-71, and 1949-50 to 1970-71. 

A quick glance at the table shows that in all foodgrains 
except pulses, the increase in productivity has contributed a greater 
percentage to the growth in production than the increase in area sown. 
It is important to note that growth in productivity contributed 80.7 
per cent to the growth in production during the period 1964-65 to 


1970-71. It is in this period that the government began to actively 


encourage the adoption of the new technology. The Intensive Agriculture 


District Programme had started in 1960 and by the beginning of the 


Mohn Mellor, The Economics of Agricultural Development 
(Ithaca, N.Y: Cornell Univ. Press, 1960), p. 312, quoted in Uma Lele, 
'The Roles of Credit.and Marketing in Agricultural Development'', in 


Agricultural Policy in Developing Countries, ed. by N. Islam (London: 
Macmillan Press, 1974), p. Ris. 
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period under consideration had begun to affect the productivity of food- 
grains. By 1964-65 in three districts under IADP, for instance the 
yield increases of the principal crop were of the order of 55 per cent 
(Aligarh), 64 per cent (Mandya), and 95 per cent (Ludhiana) compared 
to the prepackage weit? cinslae by 1967-68, "the yield of all 
important crops showed an upward trend and the increase in the average 
yield of paddy ranged from 6 per cent to 52 per cent and that of wheat 
from 40 per cent to 60 per cent in the IADP districts Even with 
the qualification of bad weather (inadequate rainfall), there had been 
a definite increase in productivity due to the employment of the new 
technology. 

This trend (the growing importance of productivity or yield 
increases to growth in production) can not be seen as clearly in data 
for various states in India. Singh and Sirohi present statewise com- 
pound growth rates for area sown, productivity, and production for the 


3 


periods 1956-57 to 1964-65 and 1965-66 to 1972-73. ity isacrucial sto 
note that 1965-66 and 1972-73 were both years of widespread drought; 
consequently, the production growth rete over this period is measured 


on a "trough to trough'' basis. For our purposes, it is relevant to 


calculate the percentage of growth in production due to Increase in 


l 


R.C. Dwivedi, New Strategy of Agricultural Development, 
(Meerut: Loyal Book Depot, 197 2am: 


“ys dle meesby 
3.8. Singh and A.S. Sirohi, ''Disparities in Agricultural 


Growth and Equity in India'', Indian Journal of Agricultural Economics 
XXIX (July-Sept 1974), pp. 234-247. 
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productivity as opposed to increase in area sown. This was done for 


Andhra Pradesh and India; these figures are presented in Table 3-3. 


TABLE 3-3 
CONTRIBUTION OF GROWTH IN AREA AND YIELD TO 
GROWTH IN PRODUCTION FOR SELECTED CROPS 
ALL-INDIA 


Rice Bajra Wheat Maize 
Prody Area Prody Area Prody Area Prody Area 


1956-577 
to Beets 33 52a 270m 50. 7 ezkao 55.8 38.3 
1964-65 
1965-66 
to 85.8 13.4 110 =1.0 47.6 49.0 19.6 7952 
$972=73 
ANDHRA PRADESH 
Rice Bajra Wheat Maize 
Prody Area Prody Area Prody Area Prody Area 
1956-57 & 
to 43.3 48.8 105 oY Wee De Aya 89.1 95.4 .66 
1964-65 
1965-66 
to 232 209 e601 eS 7) - = 67 Came cle 
19/22/35 


re 


Notes: a. There seems to be some inconsistency in the data as growth 
in area sown plus growth in productivity does not even 
roughly equal growth in production for bajra in time period 
one and for rice in time period 2 at the Andhra level. 


Source: Compiled from Singh and Sirohi, 'Disparities in Agricultural 
Growth'', pp. 238, 241, and 243. 


On the All-India basis in paddy and bajra the share of productivity 
increased between the two periods. Contrary to earlier data in 


Table 3-2, the share of productivity for wheat declined between the 
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two periods. Since there seems to.be some inconsistency in the data 
at the Andhra level, | have calculated linear growth rates for the 
period 1964-65 to 1970-71 from indices in the Statistical Abstract 


of Andhra Pradesh, 1973; these growth rates are presented in Table 3-4. 


TABLE 3-4 


LINEAR GROWTH RATES OF PRODUCTION, AREA, AND 
YIELD FOR FOODGRAINS IN ANDHRA PRADESH, 
1964-65 TO 1970-71 


Crop Prod Area % Prody % 
Rice -.74 23] 41.9 = 10 135 
Jowar 2.5 -49 19.6 aa eis) -116 
Bajra .69 by -75.4 133 118 

R agi = 3 a =e 66.6 =) -.3 36.1 
Wheat 2207 56 2.5 21.4 94.3 
Foodgrains —eO0 .08 Sle =.0/ 11] 


Source: Compiled from Government of Andhra Pradesh, Statistical 
Abstract of Andhra Pradesh, 1973 (Hyderabad: Bureau of 


Economics and Statistics, 19/3), pp. 75, 77, and 79. 
A cursory glance at the the table reveals that Andhra agriculture has 
been fairly stagnant. There has been a decline in production in almost 
all crops with decrease in productivity being the major contributor 
to this trend in all crops except ragi. 

A conclusion of this analysis is that change in productivity 


has been the crucial variable in change in production rather than 


Tits statement is not a true interpretation of the data 
because the increase in production in wheat was due to a great 
increase in area cultivated. Consequently, productivity may not 
have actually declined but was offset by the increase in area 
cultivated. 
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change in area sown, yet productivity change has not seemed to have had 
a positive effect on growth in production. The whole discussion on 
whether there has been a "'green revolution'! may be worthwhile to 
mention at this potue The crucial point as mentioned by T.N. 
Srinivasan is that, as paraphrased by Dantwala, ''the trend rates of 
growth in production as well as productivity before and after the 
"Green Revolution! (1964-65) do not differ materially, except for 
wheat! Griffin, extending Srinivasan's data, comes to a similar 
conclusion. He concludes that though there may have been rapid ex- 
pansion in some areas of the world, on the whole, there has been no 
widespread green revolution,- One must keep in mind, however, as 
Lester Brown points out, that without the new cereal technology, growth 
rates in foodgrain production may have been even jones Though there 
may not have been the revolutionary increase in agricultural output 

as forecasted by the excited proponents of the ''green revolution'', one 
can not deny that the new technology has had an impact on agriculture 
on the input side, particularly in those areas of India where the new 


seeds have been adopted. 


The Agricultural Input Sector 


Dantwala would argue that there has been an "input 


revolution'' jin Indian agriculture (i.e., increased use of modern inputs). 


Eyarivalas "Preface',-p. 35 


zkeith Griffin, The Political Economy of Agrarian Change, p. 10. 


3Lester Brown, By Bread Alone (New York: Praeger, 1974), p. 145. 


penta la’ "Preface'', p. 40. 
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To encourage such a revolution, the five year plans beginning with the 
Third Five Year Plan (1962-63 to 1967-68), began to place greater 
emphasis on such inputs as fertilisers, high-yielding variety seed, 
and irrigation. What progress has there Sone in the consumption of 
these inputs to substantiate the claim of an ‘input revolution"? 

The input that may be considered the center of the new 
technology is the high-yielding variety seed. Crucial to the diffusion 
of the new technology is the extent of acreage under the high-yielding 
varieties. The increase in the area covered under the High-Yielding 
Variety Programme has been satisfactory. In the Fourth Five Year 
Plan, the increase was to be from a base-level of 8.55 million hectares 
to a target of 24.1 million hectares. Table 3-5 shows the actual 


versus the targetted acreage. 


TABLE 3-5 
PROGRESS OF AREA UNDER HIGH YIELDING VARIETIES, INDIA 
; (million hectares 
Fourth 
Crop 1968- Plan 1969- 1970- 1971- 1972= Likely 
69 Target 70 1M 72 73 TSIF/s\= 
Estimated 74 
Rice 2.60 10.10 4.34 oS) 7.41 8.64 9.50 
Wheat 4.80 ict hs 4.92 6.48 7.86 10.24 10.80 
Maize -40 1.20 42 ~46 44 -50 .60 
Jowar 10 3.20 .56 .80 .69 90 han ke) 
Bajra LO 2.80 1216 2205 ZA 2a25 3.00 
TOPAles 9520 by eme25400 9 (180. 5015.38), 18.12 ine 222534, 8 025,00 
Source: Draft, Fifth Five Year Plan, 1974-79, Vol 11, p. 1 


Except for maize and jowar, the area has exceeded or closely 


approached the plan target. Though progress has been satisfactory, 
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the impact of using more acreage in high-yielding varieties on production 
has not been peoncntlonat es tom hoereant of land under this programme. 
This has heen due to problems with the Setieties themselves and the 
lack of availability of other related anions 

Parthasarathy presents data on fe progress of HYV in Andhra 
Predecie His findings are that there was significant progress in the 
rabi (einer Wises son compared to he kharif (monsoon) season. For 
‘example, in kharif 1970-71, the percenkage of area under HYV paddy com- 
pared to the total area under paddy was 9.67 whereas in rabi 1969-70, the 
percentage was 35.44, This is in feeoine with a general trend nation- 
Riise Under the crop loan system, primary credit co-operative 
societies have entered into the distribution of these seeds. 

The benefits of sowing HYV seeds depends greatly on the 
correct employment of fertilisers. The performance of fertiliser 
consumption is shown in Table 3-6. Though there has been a steady 
increase in fertiliser consumption, the achievement has been below 


the expectations of government planners. For example, the target for 


Vg. Parthasarathy and D.S. Prasad, ''Season-Wise Progress of 
High-Yielding Varieties in Andhra Pradesh: Role of Economic Variables", 


Economic and Political Weekly, VI, 39 (1971), pp. A-117-122. 


aa Sips contributing to this trend are environment conditions 
are better in rabi season (i.e., more assured water supply) and product 
prices are lower in kharif season. See Randolph Barker and Mahar 
Mangahas, "Environmental and Other Factors Influencing the Performance 
of New High Yielding Varieties of Wheat and Rice in Asia‘, Agricultural 
Development in Developing Countries, pp. 225-236; and Parthasarathy 
and Prasad, ''Season-Wise Progress'', p. A-Il22 respectively. 
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TABLE 3-6 


ALL~INDIA CONSUMPTION OF FERTILISERS 
satertiliser 
Nitrogen Phosphate Potassium Total 


lakh tonnes? 


1966-67 2.4 225 1 6.0 

1967-68 10.4 4A 220 16.8 

1968-69 12.08 3.82 1.70 17.60 
1969-70 13.56 4.18 2.09 19.83 
1970-71 14.79 5.4] 2.36 22.56 
yiz/2 12.95 Sots! 3.00 26.56 
1972-73 18.40 Sreeh 3.48 27209 
1973-74 19.70 6.20 4.10 30.00 
Notes: a - lakh tonne is 100,000 metric tons. 


Source: Draft, Fifth Five Year Plan, 1974-79, Vol. Il, p. 4. 

total fertiliser consumption in the Fourth Plan was 55 lakh fennesl 
whereas the actual consumption is anticipated to be 30 lakh tonnes. 
This discrepancy between targetted and actual consumption figures is 
due to many problems. The more serious fertiliser problems have been 
shortages in production, distributional lags, and the fact that ''the 
application of fertilizer has been around half of recommended dosage 
in terms of nitrogenous and about 1/3rd in terms of phosphatic and 
potassic Fecenl (zersule The Fifth Five Year Plan envisages an expansion 
of distributional facilities from the port to the village. The co- 
operative society is seen as playing a crucial role in encouraging 


this expansion of fertiliser consumption by being the primary retail] 


Faave cnment of India, Planning Commission, Fourth Five Year 


Plan; 1969-74 (New Delhi: 1969), p. 121. 


*D raft, Fifth Five Year Plan, 1974-79, Vol. Il, p. 4. 
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depot for fertilisers. 
Another important and related input to the success of high- 
yielding varieties is irrigation. Although most of india is still dry- 
land, progress in irrigation has been relatively successful. Table 


3-7 shows the irrigation potential and the development up to 1970-71. 


TABEE. 357. 


DEVELOPMENT. OF IRRIGATION 
(000 hectares) 


Andhra Pradesh All India 
Total cropped 
area in 1968-69 12,456 159,160 
Ultimate irrigation 
potential 
major & medium 6,475 4S 557 
minor 3,846 36,440 
total 10,321 81,997 
Development up to 
1970-7] 
major & medium 2,539 18,877 
minor 1,690 20,092 
total 4,229 38,968 


Deve lopment on 

completion of all 

major and medium 4,995 49,27] 
project under 

construction 


Source: ''Green Revolution or Grey?'', Eastern Economist, Annual 
Number, 1973, p. 1394. 


Andhra Pradesh has realised 41.97 per cent of its potential (i-.e., 
4,229,000 hectares developed in relation to 10,321,000 hectares 
potential), whereas, at the national level, 47.52 per cent of the 
potential had been realised fe 38,969,000 hectares developed in 


relation to 81,997,000 hectares potential). Table 3-8 shows the 
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sources of irrigation for the years 1967-68 to 1971-72 in Andhra 


Pradesh. 


TABLE 3-8 


LAND IRRIGATED BY SOURCES OF IRRIGATION 
(in hectares) 


Sources of Irrigation 


1967-68 1968-69 1969-70 17 Oey S77 Z 


Canals 13,05,866 13,95,063 14,88,169 15,78,825 15,20,888 
Tanks 12520 41608773, 30Cmm10.70,015an led 2el glee 2-760 
Tube Wells Bie oke 555787 62,146 65,723 yard 
Other Wells 420,245 4,10,989 4,40,381 4,43,599 4,95,075 
Other Sources _1,05,505 82,303 1,27,935 _1,12,699 96 , 324 
Total 30589 BNR e 27517010 3 09 4NOm53 ol 5,0 leo. 97 5500 


ee a ee ee ee eee 
Source:; Statistical Abstract of Andhra Pradesh, 1973, p. 29. 

In most statistical tables, major irrigation is defined as irrigation 
by canals. This source of irrigation has contributed on the average 
47.6 per cent of total irrigation in the period 1967-1972. Minor 
irrigation is defined as tanks, wells (tube and other wells), and 
other sources (culverts and channels). On the average, these sources 
have contributed over half of total irrigation. Primary credit co- 
operative societies give medium-term loans for the purposes of con- 
structing channels and culverts and installing diesel engines and 
electric motors. 

The conclusion of this analysis is that "off-farm'' inputs 
have been increasing in importance; associated with this, change in 
productivity has become the crucial variable for changes in production. 
Consumption of these inputs has been increasing but whether the 


performance has been sufficiently impressive to be labelled as an 
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“input revolution'' is debatable. The government plans have 
recognized the importance of primary credit co-operative societies not 
only in the distribution of these inputs but in meeting the additional 


credit requirements which are a result of the use of these anna. 


Role of Primary Credit Co-operative Societies 
in the Distribution of Modern Inputs 


That co-operatives are increasing in importance can be dis- 
cerned by various factors, such as increased outlays in the Five 
Year Plans as well as growth in the number of co-operatives, the 
number of villages covered, and the number of loans disbursed. The 
first indicator to be examined is the amount of outlay allocated to 
the co-operative movement in the five Five Year Plans. Table 3-9 
presents the outlay on agricultural and allied sectors and on the 
co-operative sector at the national and state level. 

The relative or percentage outlay on co-operation increased 
significantly during the Second Plan and declined slightly in the 
Third Plan. One possible explanation is that the plans to introduce 
the IADP (which was begun in 1960) were being cemented in the Second 
Plan and so outlay on co-operation was increased to strengthen the 
co-operatives. Though the targetted expenditure share for the Fourth 
Five Year Plan was 6.8 per cent, the actual expenditure on co- 
operation was 254 crores Compared to an expenditure of 3466 crores on 
agricultural and allied sectors--a relative share of 7.4 per cent. 


Co-operation at the national level has been of consistent importance 


leourth Five Year Plan, 1969-74, p. 158. 
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in the plans. For Andhra Pradesh, data previous to the Fourth Plan 
were not available. One should note that the outlay in the Fifth 


Five Year Plan decreased slightly. 


TABLE 3-9 


OUTLAY? ON AGRICULTURE AND CO-OPERATION IN FIVE 
YEAR PLANS AT ALL-INDIA AND ANDHRA PRADESH LEVELS 


Outlay on Outlay on Percentage 
agriculture co-operation share 
Plan and B/2 


allied sectors 


(Rs. ererese) 


ALL-INDIA 
Ist Five Year Plan 290.0 5.0 Lod 
2nd Five Year Plan 530.0 38.8 hes | 
3rd Five Year Plan 1068.0 jie) aa 
4th Five Year Plan 2217.5 151.4 6.8 
5th Five Year Plan 4730.0 423.0 8.9 


ANDHRA PRADESH 


hth Five Year Plan 65.48 11.9 18.7 
Sth Five Year Plan 159.91 25.0 15.6 


Notes: a - outlay is defined as expected expenditure, not actual 
expenditure. f 


b - Crore is defined as ten million rupees. 
Sources: Third Five Year Plan, 1963-68; Fourth Five Year Plan, 1969-74; 
Draft, Fifth Five Year Plan, 1974-70, and Government of 
Andhra Pradesh, Planning and Co-operation Department, Fifth 
Five Year Plan, 1974-79, Draft Outline (Hyderabad: 1975). 


The general progress of the co-operative movement is presented 
in Table 3-10. The number of societies has declined steadily from a 
peak of 212,000 in 1960-61, primarily due to the need for rationalization 


and enhanced viability. Progress in the number of villages covered 
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has not been very significant with 86 per cent of the villages being 
covered by the co-operatives in 1972-73 compared to a figure of 85 per 
cent in 1969. | The rise in membership has been quite significant, but 
the percentage of borrowing members has actually declined from the 
peak of 52.6 per cent in 1960-61, to 38.9 per cent in 1972-73. Related 
to this problem is “E. though the absolute figures on loans extended 
show a significant increase (Rs. 24 crores in 1951-2 to 776 in 1972-3), 
co-operatives only met 30 to 35 per cent of the credit requirements 
of the free The Fifth Five Year Plan envisages an increase in this 
share to 40 per cent by the end of the plan in 1979. Despite increased 
emphasis on the importance of the co-operatives in the field of ag- 
ricultural credit, the performance of the co-operatives in this area 
seems to be substandard. Another area in which the performance of the 
co-operatives has been unsatisfactory is the percentage of overdues to 
loans outstanding; in 1951-2 it was 9 out of 34 while in 1972-73 it is 
368.2 out of 978.7 crore rupees. Though there has been a drop from 
1971-72 to 1972-73, the verance percentage of 37.6 is. still quite 
high if co-operatives want to achieve any reasonable standard of 
internal efficiency. An encouraging point is that the absolute levels 
of share capital and deposits have increased significantly; moreover, 
government's share capital has stayed fairly constant (i.e., at Rs. 6 
crores in 1952-3 versus 10.8 in 1972-3). 

Of particular relevance to this study is an examination of the 
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role of the primary credit co-operative societies in the distribution 
of various modern inputs. In Table 3-11 data are presented for the 
following four inputs: fertilisers, seeds, agricultural machinery and 


implements, and pesticides and insecticides. 


TABLE 3-11 


VALUE OF INPUTS DISTRIBUTED BY CO-OPERATIVE SOCIETIES 


Item 1960-61 1967-68 1968-69 1971-72 1973-743 
(Lakh Rupees) 
Fertiliser 28 138 200 300 350 
Seeds 3 26 23.48 ko 60 
Agricultural 
implements and - 6.82 6.63 12 15 
machinery 


Pesticides and 


insecticides 16.28 22.13 20 25 


Notes: a - Anticipated 


Source: Compiled form Draft, Fifth Five Year Plan, 1974-79, Vol. Il, 


Se ae i sf La Lea a de Ly ee) 


p. 97; and Dwivedi, New Strategy, p. 252. 


Distribution of these inputs by co-operatives has been steadily in- 
creasing. The share of co-operatives in the total fertilizer trade in 
India has been fairly steady at 60 per al A more detailed table, 
Table 3-12, for the nation and Andhra Pradesh also includes the loans 
given for irrigation purposes. Loans given for irrigation forms 17.4 
per cent of the ee tn ween loans extended in Andhra and 15.2 per cent 
in ‘clens For minor irrigation during the Fourth Plan, co-operatives 


in Andhra Pradesh were supposed to provide 38.7 per cent of the 


a ee 


lpraft, Fifth Five Year Plan, 1974-79, Vol. Il, p. 97. 


————— 


zReserve Bank of India, Statistical Statements, Part 1, p. 103. 
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TABLE 3-12 


VALUE OF [INPUTS DISTRIBUTED BY 


PRIMARY CO-OPERATIVE SOCIETIES IN 1972-73 
(thousands of rupees) 


Seed Andhra Pradesh India 
Seed 6,15 8,54,80 
Fertiliser 1,43,61 150,13,31 
Pesticides 8, 30 6,58,26 
Implements 3,93 23803 
Others 18,83 9,88 , 79 
Sinking of wells 

and repairs 24,60 11,44,30 
Purchase of machinery 

(pumpsets for Irrigation) 25325 £3,505 31 


Source: Reserve Bank of India, Statistical Statements Relating to the 
Co-operative Movement in India, 1972-73, Part |, pp. 99 and 103. 


expenditure through loans. In the Fifth Plan, the figure dropped to 
28.7 per een Nevertheless, co-operatives play a substantial role 
in the financing of irrigation projects. 

The fact that co-operatives have entered into the distribution 
of modern inputs is undeniable. The crucial question is how significant 
such progress has been. A clear cut answer can not be derived because 
the data are inadequate. The one input in which the primary co- 
operative society has a significant share with respect to distribution 
is fertiliser. Even with incomplete data, however, one might postulate 
that the share of the credit co-operative society in the distribution 
of the "'off-farm inputs'' (except for fertiliser) has not been significant. 


This insignificant progress may partly be explained by problems in the 


ler eth Five Year Plan 1974-79, Draft Outline, p. 266. 
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structure of the co-operatives themselves, problems in the structure 


of the rural economy leading to an unwillingness to utilise the con 


operatives, and problems in the production of these modern inputs. 
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CHAPTER IV 


_ AN ANALYSIS OF THE PERFORMANCE 
OF THE PALMAKUL CO-OPERATIVE RURAL BANK 


The main purpose of this chapter will be to evaluate the 
performance of the Palmakul Co-operative Rural Bank. The discussion 
will begin with a description of Hyderabad District, in which the 
Palmakul co-operative society is located, and its agricultural economy. 
In addition, the characteristics of the villages served by the Rural 
Bank will be delineated. The performance of the co-operative society 
will be evaluated on the basis of certain efficiency and equity criteria. 
Finalty, an attempt will be made to delineate the power structure of 
the co-operative society and to define its relation to the existing 
power structure in the area. Such an analysis will hopefully shed 


light on the problems facing co-operative societies. 


The Agricultural Economy of Hyderabad District 


Hyderabad District is located in the western portion of the 
state of Andhra Pradesh (see Figure 1-1). The district is unique as it 
is dominated by the twin cities of Hyderabad-Secunderabad. The urban 
character of the district can be discerned from the fact that with the 
smallest area (7,707 sq. km.) of all the districts in Andhra, it has 
the highest number of towns (17), the highest population density 
(362 people per sq. km.), and the highest percentage of population in 
an urban area (63.8 per Pent) Therefore, any analysis of this dis- 


trict must be aware of the essential urban character of the area and of 


iCompi led from Statistical Abstract of Andhra Pradesh, 1973 
Tablenisa spend: 
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the effects of the metropolitan area on the rural hinterland. 

Geographically, the district is situated at the eastern end 
of the Deccan Biateau. Though in this area there are no mountains, 
the plateau slopes are not conducive to cultivation due to poor soils 
and a highly variable rainfall. In assessing the agricultural 
economy, therefore, two important variables to consider are soil and 
rainfall. Much of Southern India, including Hyderabad District, has 
red sand or gravelly soils which are deficient in organic matter and 
plant nutrients. Since these soils are of such poor quality, fallowing 
is required at least twice every three years. Furthermore, these soils 
are best suited for the cultivation of inferior cereals such as sorghum 
and millets. 

The other variable, rainfall, is also not very favourable 
in this district. The normal rainfall in this district is only 
778.5 millimetres (about 30 inches) compared to 890.3 millimetres for 
the state. In Hyderabad District, there is a high variabllity in rain- 
fall as seen by the fact that there were 1010.3 millimetres of rain in 
1970-71 whereas in 1971-72 there were only 586.3 miiinmecreesa 

A factor that may explain the variability in rainfall is the 
dependence in most of India on the south-west summer monsoon for a 
large portion of the annual rainfall (in Hyderabad District, the south- 


west monsoon provides 70.7 per cent of the annual rainfall). Conse- 


ihe discussion in this paragraph is based on material 
presented in Jasbir Singh, An Agricultural Atlas of India: A Geo- 


graphical Analysis (Kurukshetra: Vishal Publications, 1974). 


j 


a statist ical Abstract of Andhra Pradesh, 1973, p. 44. 
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quently, when the south-west monsoon is erratic, the consequences on 
agriculture in this district may be dt saetrouse: 

Compounding this problem is the lack of irrigation facilities 
to provide an adequate and assured water supply. This problem is 
crucial in view of the fact that only 13 per cent of the gross sown 
area in Hyderabad District for the year 1971-72 was irrigated. In 
other words, 87 per cent of the total cropped area was completely 
dependent on rainfall. Furthermore, the irrigation facilities available 
were mostly of the type that depended directly or indirectly on rainfall] 
as shown in Table 4-1. This table presents the sources of irrigation 


for the year 1971-72 for Hyderabad District and Andhra Pradesh. 


TABLE 4-1 
SOURCES OF IRRIGATION FOR 1971-72 

(per cent) 
Type Hyderabad Andhra Pradesh 
Canal irrigation 7-3 50.7 
Tanks 26.9 271 
Tube-wells neg 2.4 
Other wells 61.5 16.5 
Other sources 4.3 Sy) 


Source: Compiled from Statistical Abstract of Andhra Pradesh, 1973, 
Dae 93. 


", major problem is that since a large portion of the rain 


comes in such a short span, much rainfall is wasted as run-off. More- 
over, since the distribution of rainfall is uneven over time, there is 
a great likelihood that water will not be available when needed. This 


is especially crucial as agricultural functions are dependent upon a 
reliable source of water. 


5] 


) wa aecinns yon ge mittee “A issih wa 


*, 
ss 


a 2 a Py 4 ras ; an mer goths ade 


oat ¥21 (be) ntl Sieet 4 b tae CT hae ry ee | ene 


: ae a = 

‘| : Fl ‘4 ' ee 7 ee "4 

ra Pei, wa bats wl anya ‘a tebe ad 
; 


saad? et a G aihie wpe. 


Ae Fo thee ook 


5 a a y 81 OR - gy (A) pene ie pi 


be) 
mi ha ts *Hi * r 
oo _ " 


a A 
ia telly Le » C a” he Tee agi Seas atin eh ten oso 


| . Ua 
4 our | lias dtlAel sé roe pany taielei “ae 


: { j , ‘ , (6a eel 
a9 fSsai=uh Pie bak, . 4 P] sats ‘a os be 1 320 AOS 
yp! * : ' 7 
; 7 7 
: » vyagedig Ghddesp tet .t-d atic? wh aeedeoeey 
» = - > _ ' a 
: ' Sr tee shey Ob? Bra 
E 7 ; 
1 
~ ~~ 
ping FE, 
a 7 
— 
ple 


epee a 3 sale 


yi an 
ae ait 


e54h 
a. 


(Aft. 


52 


Canats, tubewells, and other sources are not very important 
irrigation sources in Hyderabad District whereas in the state, canals 
are very definitely an important source. The major source of irriga- 
tion in Hyderabad District is "other wells'' (61.5 per cent) which are 
heavily dependent upon monsoon rainfall for recharge. 

In short, Hyderabad District faces the problems of poor soil, 
highly variable (in absolute terms) rainfall, and inadequate irrigation 
facilities. The agricultural economy of such a district can not be 
expected to be very exceptional except for whatever pasitive influence 
the urban area has on the agricultural economy of the hinterland. 

Many variables can be considered when evaluating the agricul- 
tural economy of an area. For our purposes, the crucial variable to 
consider is the cropping pattern. The cropping pattern for Hyderabad 


District and Andhra Pradesh for 1971-72 is depicted in Table 4-2. 


TABLE 4-2 


PERCENTAGE OF TOTAL AREA CROPPED DEVOTED TO PRINCIPAL CROPS, 
197 dey 2 


(per cent) 


Crop Hyderabad State 
Rice LORS 24.0 
Jowar 33-3 20.0 
Bajra 7 4] 
Wheat -95 16 
Maize Ze 2e4 
Ragi Zed 2015 
Total Foodgrains 56.3 58.1 
Pulses 13.1 10.6 
Vegetables 4,7 2.8 


ee 


Source: Compiled from Statistical Abstract of Andhra Pradesh, 1973, 
Tables 4.9, 4.10, and 4.12. 
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The percentage of cropped area devoted to foodgrains for Hyderabad 
District is 56.3 per cent which is essentially the same as the state 
figure (58.1 per cent). Jowar (sorghum) is the most important crop for 
Hyderabad District as seen by the fact that the area devoted to jowar 
as percentage of the total cropped area is 33.3 per cent compared to 
the state figure of 20 per cent. The area devoted to rice (10.5 per 
cent) is significantly less that the state average (24 per cent) due 
to the poor soil and inadequate ao wees facilities of this district. 
For vegetables (4.7 per cent), wheat (.95 per cent), and 
pulses (13.1 per cent), the area under cultivation is relatively 
higher in Hyderabad District than in the state. An explanation why 
pulses are of greater importance in the district than in the state 
is that the soil is better suited for this Loot The percentage of 
area devoted to wheat is surprisingly high and a possible explanation 
is that farmers who are acquiring pumpsets are changing their cropping 
pattern with bias towards wheat in this area because of the 
potential profitability of high yielding varieties of this Cocoa 
Finally, the reason why the area devoted to vegetables is higher in 
Hyderabad District than the State is the influence of the Hyderabad 


metropolitan area. 


Light Agricultural Atlas, p. 36. 


Zn my research | found that farmers who acquired pumpsets 
changed cropping patterns with an increase in the area under wheat. 
See Appendix B for greater detail. 


3Se0 S. Manzoor Alam, Metropolitan Hyderabad and Its Regions: 
A Strategy for Development (London: Asia Publishing House, 1972) for 


a more detailed discussion. 
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In addition to the cropping pattern, it is also important to 
study the yields of the crops in the district to make any judgement on 
the agricultural economy of the area. In 1971-72, the yields in nearly 
all crops in the district were among the lowest in the state. Even in 
jowar, the most important crop in this district, the district yield 
(354 kg. per hectare) was the fourth lowest in the arate Overall, 
Hyderabad District can not be considered as one of the more productive 
agricultural areas in Andhra. 

This point of view is further substantiated when one looks 
at other variables such as intensity of cropping, intensity of irriga- 
tion, seeds used, and the availability of modern farm implements. 
Intensity of cropping is well below the state level (an index number 
of 103 compared to 112); similarly, the proportion of net sown area 
which is irrigated is 11.96 per cent for the district compared to the 
state average of 20 per cent. Cultivation in this area is largely 
dependent on traditional implements. The high yielding variety of 
paddy used in this district is one of the lowest yielding. By al] 
standards, Hyderabad District is a relatively underdeveloped area. 

To conclude, our analysis has shown that Hyderabad District, 
though influenced by the metropolitan area, is not highly developed in 
terms of agricultural productiveness due to the difficulties caused by 
poor soil, climate, and the lack of adequate irrigation facilities. 
Because of the urban influence, infrastructure such as roads and power 
may be well developed but from our analysis, we can conclude that the 


agricultural economy of this district is lagging behind that of most 


letatistical Abstract of Andhra Pradesh, 1973, p. 82. 
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other districts in the state. 


- Description of the Villages Served by the Palmakul Society 


The Palmakul Co-operative Rural Bank is situated in Palmakul 
and covers eleven villages within a radius of five miles. The actual 
dtstence of Palmakul from Hyderabad is 20 miles or 32 kilometres; the 
journey from Palmakul to Hyderabad by bus takes just over one hour. 
Palmakul is situated on the Hyderabad-Kurnool highway and, therefore, 
there is frequent bus service to the village. There is also train 
service but the most frequently used methods of transportation are 
bus and bullock cart. Marketing facilities are available at Shadnagar 
(16 km.), Shamshabad (18 km.) or Hyderabad (32 km.). Palmakul also has 
a weekly market. It is important to note that Shadnagar has such 
important facilities as a hospital, dispensary, health centre, and 
ic eel tele Palmakul and its surrounding villages have the benefit 
of a variety of services at not too great a distance. 

All the villages in this study are in the Hyderabad West 
eatuas. The soil and climate of the eleven villages are not fun- 
damental ly different from that of Hyderabad District. On the other 
hand, the sources of irrigation in the villages vary somewhat from 
that of the district. Table 4-3 presents irrigation and other agricul- 
tural particulars of the eleven villages. Tans are an important source 
of irrigation in Palmakul (73.3 per cent) and Madhanpally (59.5 per 
cent). Wells have the greatest importance in Timmapur (78.9 per cent), 


Mallapur (69.0 per cent), Jukal (72.7 per cent), and Nanajipur (79.2 


a Tease awe ay z pee 


"y talugqa is a subdivision of the district and has tradition- 
ally been a revenue collecting unit. 
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TABLE 4-3 


PARTLCULARS OF THE VILLAGES SERVED BY 
THE PALMAKUL CO-OPERATIVE RURAL BANK 


Total Total % of % of % of No. of 
area irrigated area area area agricul- 
(acres) area under under of] under tural 
(acres) tanks engines wells families 
(%) ((%) (%) 
Palmakul 2501.14 578.55 7333 16.2 10.4 293 
Madhanpal ly 1534.08 126.00 NS) 5 RUS) 28.6 185 
Muchintal 1300.00 84.00 50.0 - 50.0 154 
Pedda Thupra 1726.00 164.01 43.3 14.2 42.7 300 
Timmapur 1484.11 190.0 - Zit 78.9 189 
Kothur 235229 184.00 32.6 19.0 48.4 176 
Teegapur Lisi 73219 Bie? 24.6 34.2 96 
Mallapur 941.18 145.00 - 31.0 69.0 120 
Gudur 1553.00 103.00 35:0 2128 43.7 139 
Jukal 2000.00 165.00 9.1 18.2 Wee T/ 200 
Nanaj ipur 1200.00 53.00 - 20.8 73:2 135 


Source: Palmakul Co-operative Rural Bank. 


per cent). Oi] engines contribute around one-fifth of total irrigation 
in almost all villages, except in Muchintal where there are no oi] 
engines. These figures are basically consistent with the figures shown 
for Hyderabad District earlier. The one surprising fact is that oi] 
engines are of great importance in this area but do not show up in the 
data for the district in 1971-72. A reason is that most of the loans 
for oil engines were issued in 1970-71 and 1971-72 in the Palmakul 
area. It would appear that the society, through its actions, has 
affected the importance of the sources of irrigation in this area. 
Details on the cropping pattern were not available for these 


villages. Table 4-4, which is based on the details of loans given to 
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interviewed members, shows the percentage of cropped area devoted to 


principal crops. This table is a close approximation of the cropping 


pattern. 
TABLE 4-4 
CROPPING PATTERN OF THE VILLAGES® 
(per cent) 

Crop Percentage 
Rice 6 
Wheat 7.7 
Jowar 33-3 
Bajra Bae 
Pulses 31 
Groundnut 4S 
Castor oP 
Saff lowers 2.7 
Vegetables 5.0 
Sesame 29 
Maize 4 
Dhania 13 
Chilies 2.2 


Notes: a - total cropped area was 220.66 acres. 


Source: Palmakul Co-operative Rural Bank. 


The percentage of paddy is 17.6 per cent which is higher than the 
district average of 10.5 per cent. For wheat, the district figure of 
-95 per cent is much lower than the figure of 7.7 per cent for the 

villages. The figures for vegetables (5.0 per cent) and bajra (3.2 
per cent) are also higher than the district figures of 4.7 per cent 
and 2.7 per cent respectively. For jowar, the figure (33.3 per cent) 


is the same for the villages and the district. The area devoted to 
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pulses and oi] seeds is significantly lower in the villages than in the 
district. Consequently, the cropping pattern of the villages based 
on my limited data generally fits the broad pattern of the district in 
1 Ws) Rv re 

To gather information on the costs of production, yearly 
income, and yearly expenditure thirty-one farmers in the Palmakul area 
were parerurereda Table 4-5 shows the costs of production per acre 
for the principal crops for three classifications of farmers by size 
of holding. The costs of production for paddy and ragi vary signifi- 
cantly between small farmers and large farmers. Table 4-6 shows the 
yearly expenditure and income for the three groups in 1974-75. For all 
of the small farmers their expenditure is above their yearly income. 
For the medium farmers the situation is not much different, with only 
one farmer definitely being able to meet his expenditures. The 
situation for the large farmer is slightly better, with at least three 


farmers being able to meet their expenditures. 


TABLE 4-5 


COSTS OF PRODUCTION FOR PRINCIPAL CROPS 
(rupees per acre) 


Size of holding/crop 


Paddy Jowar Ragi Chilies Castor 
Below 3 acres 750 200 500 
3 to 8 acres 750 200 500 
8 and above 500 150 200 600 500 


- Source: Farmers interviewed. 


IMore detailed tables are presented in Appendix B. 
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Palmakul and the surrounding ten villages essentially have 
the general agro-economic characteristics of Hyderabad District. None 
of these villages are highly developed and the agricultural economy 
of these villages is essentially the same as that of the district. As 
a consequence, the co-operative society has had to operate in an 
economy which depends mostly on an unassured water supply and which 
grows mostly low-yielding sorghum and coarse millets. Its members are, 
on the whole, farmers who can not meet their expenditures with the 
income they receive from the land. A result of operating in a 
relatively low productivity area is that the co-operative society 


faces many difficulties in its functioning. 


Evaluation of the Performance of the 


Palmakul Co-operative Rural Bank 

The Palmakul Co-operative Rural Bank was registered in 1956 
with the Registrar of Co-operative Societies of Andhra Pradesh. Its 
main purpose was to promote the economic interests of the members in 
accordance with co-operative principles. Other major purposes were to 
raise funds by receiving fixed deposits, subscribing share capital, 
or borrowing from other sources (mostly from the Central Co-operative 
Bank); to lend to its members at a low rate of interest to fulfill the 
credit needs of agricultural production; to grant petty loans on the 
security of gold and other ornaments; to act as a commission agent for 
the Central Co-operative Bank (CCB) and receive savings deposits; to 
act as a commission agent for the associated marketing society; and to 
act as a supply agency of inputs such as fertilisers and of consumer 
goods such as cloth, sugar, kerosene, and oi]. All of the purposes 


are of importance even today except the giving of petty loans on the 
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security of ornaments, a practice which was discontinued in the early 
1970's. The society has not been a very active agent of the associated 
co-operative marketing society since there are not many commercial/cash 
crops grown in this area. With the advent of the crop loan system, 
the role of the co-operative in the distribution of fertilisers has 
increased sharply. The only type of loan that the society gives for 
seasonal agricultural operations is the crop loan on the security of 
land or else a surety loan of Rs. 500 for those without mortgagable 
land. Medium term loans are given for the purpose of sinking a well, 
buying a pumpset, or buying a bullock. 

There are several bylaws which regulate the functioning of 
the society. One share has a value of Rs. 25; anyone can become a 
member by paying the full amount and an entry fee of Rs. 1 or by 
paying Rs. 10 and the entry fee and subsequently paying the balance so 
the value of Rs. 25 is reached. The maximum share capital that can 
be held by a member is one-tenth of the share capital of the society. 
Funds of the society can be raised by: share capital; entrance and 
transfer fees; deposits from members and non-members; share capital 
from eave rnnenit cs share capital from the CCB; borrowings from the 
Government and the CCB or any other commercial bank; donations; and 
subsidies and grants. Fixed deposits--for amounts not less than Rs. 5 
and for time periods of at least 6 months-- can be received. The 
maximum credit limit is set at Rs. 10,000 where there are irrigation 
facilities and Rs. 6,000 in dry areas. Other bylaws deal with the 


reasons for cessation of membership, the powers of the Managing 


Eeovernne tt here refers to the state apex bank. 
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committee (to be discussed later), the allocation of profits, the 
types of loans to be disbursed, and the role of the society as a 
Commission agent. 

At the time of registration in 1956, the membership of the 
Palmakul society was 194, its share capital was Rs. 2,075, and the 
amount of loans disbursed in the following year was Rs. 41,460. 
Table 4-7 shows the growth of membership, share capital, and crop 


loans disbursed from 1964-65 to 1974-75. The membership had reached 


TABLE 4-7 


GROWTH STATISTICS OF THE PALMAKUL 
CO-OPERATIVE RURAL BANK 


Year Members Share Capital Sc*/member Crop Poste 
(Rs) (Rs.) (25. ) 

1964-65 710 297315 41.3 
1965-66 726 31,056 42.8 
1966-67 72) 31,398 43.5 
1967-68 695 3350135 47.5 208 ,686 
1968-69 688 39,617 57.0 NA 
1969-70 797 64,573 81.0 NA 
1970-71 793 85,704 108.1 4h? ,576 
1971-72 861 104,229 EZ ae 536,682 
191 2o)3 930 122,073 3 tes 340, 300 
1973-74 932 119,634 128.4 17,918° 
1974-75 938 141,718 151.1 524,072 


a 


Notes: a - Sc stands for share capital. 
b - figures for crop loans disbursed were available only from 
1967-68 when this program was first instituted. 
c - this low figure can be explained by the fact that 1973-74 
was a drought year. 


Source: Palmakul Co-operative Rural Bank. 
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710 by 1964-65 and then steadily increased (with a slight drop in the 
years 1967-68 and 1968-69) to 938 in 1974-75. The total number of 
agricultural families in the Palmakul area is 1,987 (refer to 

Table 4-3) and, therefore, approximately 47 per cent of the agricul- 
tural families are covered by the society. Nearly 77 per cent of the 
members are borrowing members. Share capital has grown five fold 
from Rs. 29,315 in 1964-65 to 141,718 in 1974-75. One can also see 
that the share capital per member has nearly quadrupled from 

Rs. 41.3 in 1964-65 to Rs. 151.1 in 1974-75. The value of crop loans 
disbursed has risen from Rs. 208,686 in 1967-68 to Rs. 524,072 in 
1974-75. 

That the volume of transactions has increased and the 
financial position of the society become stronger is undeniable. The 
crucial question, however, is to evaluate the performance of the 
society. The evaluation will be based on efficiency criteria, equity 


criteria, and an assessment of the power structure of the society. 


Efficiency’ 


The criteria of efficiency for most lending institutions 


are usually the strength of the financial resource base, the per 


ihe following discussion on efficiency is a narrow 
analysis of the co-operative society based on internal performance 
criteria. The more significant question is the impact of the alloca- 
tion of credit by the primary co-operative on increased agricultural 
production and efficient use of agricultural resources. Since suf- 
ficient data was not available, such an analysis could not be under- 
taken. A side issue is examined in Appendix 8--the effect of medium- 
term loans for the purpose of irrigation (spl MTO) on the cropping 
pattern of the recipient farmers. Though this analysis does not 
answer the broader question, it does give some indication of the 
effect of loans by the co-operative society on farming methods. 
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centage of internal financing in the operations of the agency, and the 
recovery rate of loans issued (f.e., percentage of loans overdue to 
loans outstanding). Usually the financial resource base is defined 

as the working capital OF a co-operative society. Working capital is 
usually defined as owned funds and borrowed funds. Owned funds con- 
sist of paid up share capital and reserve funds; borrowed funds are 
defined as deposits mobilised from pencens and non-members and other 
borrowings, mostly from the Government and the CCB. Table 4-8 shows 

the financial particulars of the Palmakul Co-operative Rural Bank. 
Working capital has increased from Rs. 364,470.26 in 1965-66 to 

Rs. 968,338.09 in 1974-75 with a peak of Rs. 1,467,400 in 1971-73. Other 
borrowings (CCB) increased from Rs. 251,072.01 in 1965-66 to Rs. 546,078 
in 1974-75 with a peak of Rs. 1,106,666 in 1971-72. Deposits nearly 
tripled increasing from Rs. 52,967.25 in 1965-66 to Rs. 156,523.09 in 
1974-75 with a peak of Rs. 185,404.87 in 1972-73. Share capital quad- 
rupled, increasing from Rs. 59,856 in 1965-66 to Rs. 262,317 in 

1974-75. | It is interesting to note that reserves rose from Rs. 575 in 
1965-66 to Rs. 3,420 in 1968-69 and thereafter stayed constant. Reserves 
are 25 per cent of the profits according to the bylaws; as such, one 

can conclude that either there were no profits made after 1969 or the 
management altered the bylaws and no additions to the reserve fund were 


made. 


lone can notice that in good agricultural years there is an 
increase in working capital and other borrowings. For example, 1971-72 
was a good year agriculturally and the peaks in working capital and 
borrowings occur in that year. The peak in deposits occurs in the 
following year (1972-73), indicating that rural savings are being 
mobilised. Share capital does not fit in the pattern, indicating that 
a good year does not affect the decision to join the society. 
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A typical criterion of success, self-reliance, or efficiency 
is the proportion of owned funds to the total working capital of the 
financial institution. In most years, this share for the Palmakul co- 
operative has been approximately 20 per cent as shown in Table 4-8. 

In 1973-74, the percentage was 36.8 per cent--highest in the period 
under discussion. The corresponding proportions for all primary 
agricultural credit societies in Andhra Pradesh for 1970-71, 1971-72, 
and 1972-73 were 25.8 per cent, 28.5 per cent, and 27.7 per cent 
pespeceivel ym, The performance of the Palmakul bank was definitely 
below the average in these three years. One cannot make an accurate 
appraisal of efficiency based on this criterion, however, because of 
two fundamental qualifications. A high percentage of owned funds, far 
from indicating self-reliance, may indicate a higher level of borrowing 
since borrowing is limited by the amount of owned funds. The other 
criticism is that paid-up share capital is owned funds in name only 
because it is usually an amount deducted from a member's feLiee For 
-farmers with holdings above 3 acres, the Palmakul bank deducts three 
per cent from a member's loan as share capital. As a consequence, 
this amount would represent other borrowings and it is incorrect to 
include such an amount in owned funds. 


Johda contends that deposits as a proportion of total working 


Vig Brief Note on the Working of the Andhra Pradesh State 
Co-operative Bank, Ltd.'', Hyderabad, 1973, p. 16. (Mimeographed). 


aus. Jodha, ''A Study of the Co-operative Shert -term Credit 
Movment in Selected Areas of Gujarat'', inv Serving the ‘Snalt Farmer, 


Pp. 73.. 
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capital is a more reliable indicator of pil cienc ae, The percentage 
of deposits to total working capital was highest in the years 1969-70 
(26.9 per cent) and 1973-74 (25.3 per cent) and in the other years 
ranged from 10.4 per cent to 16.1 per cent. Deposits as a percentage 
of total working capital for all primary agricultural credit societies 
in Andhra Pradesh for the years 1970-71, 1971-72, and 1972-73 was 7.2, 
6.8, and 6.6 per cent Foepeceivel ea In those three years, the bank's 
performance was 12.6, 10.4, and 13.5 per cent--significantly above the 
state average. Consequently, if this criterion is taken as an in- 
dicator of performance, the Palmakul bank can be considered to be more 
efficient than the average primary society in Andhra Pradesh. A 
criticism that can be made of this criterion is that it does not really 
indicate the extent of mobilisation of rural savings because of the 
tendency on the part of the Managing Committee to deposit recoveries 
as various forms of deposits; consequently, an increase in deposits may 
indicate improvement in the repayment of loans rather than an increase 
in rural savings. In other words, the deposits may not really indicate 
self-reliance. The extent of this practice is not fully known but 
figures provided by the society must be viewed with some suspicion. 
Table 4-9 presents the annual growth rates of share capital, 
deposits, reserves, and working capital for the Palmakul co-operative 
bank. Share capital has been consistently growing with a decline only 
in 1973-74. Deposits on the other hand have declined in 1973-74 and 
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TABLE 4-9 


ANNUAL RATE OF GROWTH OF WORKING CAPITAL, 
SHARE CAPITAL, DEPOSITS, AND RESERVES 


(percentage) 
Year ~ Working Capital © Share Capital Deposits Reserves 
1966-67 -28.0 12 -36.0- 45.2 
1967-68 25.2 5.1 51.6 208.0 
1968-69 48 .8 20.0 26.3 od 
1969-70 SPATS 62.9 46.2 0.0 
1970-71 189.7 Bary, 36a 0.0 
EOF i-72Z 43.6 21.6 19.0 0.0 
1972573 -6.8 Wal 20.4 0.0 
1973-74 yt -1.9 =11.8 0.0 
1974-75 0). 18.4 -4.1 0.0 


Source: Palmakul Co-operative Rural Bank. 


1974-75. Reserves grew up to 1968-69 and then remained constant. The 
rate of growth in working capital has fluctuated widely with the 
highest growth in 1970-71 (189.7 per cent) and with the largest de- 
cline in 1973-74 (52.8 per cent). The average annual growth rate in 
this period for working capital was 18.4 per cent, share capital was 
37.0 per cent, and deposits was 21.7 per cent. This society would fall 
into the category of societies where owned funds have outgrown working 
capital (as indicated by the growth in share capital) and, therefore, 
can be considered to be a society which is financially sounds Another 
indicator of soundness is the extent of dependence on government 


financing. The share of the Government (the state government) has 


National Council of Applied Economic Research, Effectiveness 


Os Cooperative Credit for Agricultural Production (New Delhi: National 
Council of Applied Economic Research, 1972), oy eile 
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declined from 16.7 per cent in 1965-66 to 3.8 per cent in 1974-75. 
This Indicates that the society's dependence on the Government has 
declined; the society is relying increasingly on its members for 
internal finances. 

The other major criterion of banking efficiency is the per- 
centage of loans overdue to loans outstanding. On June 30, 1975, the 
yen for the society were Rs. 195,925.03 compared to Rs. 995,541.96 
loans outstanding, i.e., 19.7 per cent of loans outstanding are over- 
due. The percentage of overdue loans which are demand loans is 27.8 
per cana MT Conversion loans are 68.2 per cent of the overdues and 
special MTO loans are 3.8 per pent The probability of MT Conversion 
loans being repaid is usually extremely low; therefore, about 13.5 
per cent of all loans outstanding will most likely not be recovered.> 
In 1972, the proportion of overdues to loans outstanding for all 
primary agricultural credit societies in Andhra Pradesh was 52.17 
per pee Though this is the most recent figure available, one 
might assume that the figure for 1975 would not be significantly lower. 
Therefore, the performance of the Palmakul society is considerably 
better than most of the other societies in the state. 


'Demand loans are defined as short-term loans such as a crop 
loan. 


2MT Conversion loans are short-term toans which are converted 
to medium-term loans due to drought conditions and other natural cat- 
astrophes. Special MTO loans are medium-term loans given for the pur- 
poses of irrigation and buying a bullock. 


3The percentage of MT Conversion loans to total loans out- 
standing is 13.5. 
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In conclusion, the Palmakul co-operative credit society is more 
efficient and self-reliant than the average society in Andhra Pradesh. 
The percentage of owned funds to total working capital is smaller than 
the average state figures in the years 1970-71 to 1972-73, but the 
percentage of deposits to total working capital is significantly higher 
for the society than the state average in those years. Also, the 
percentage of Government shares in share capital has definitely de- 
clined, a tendency which is not true for the state. Finally, the 
society has a significantly better record in recoveries than the 
average society in the state. One disturbing fact, however, is that 
reserves have not grown since 1968-69. Since a profit and loss 
statement was not provided, one cannot say whether the society has 
been operating at a profit or loss Since 1968-69. Nevertheless, 
looking at the overall financial soundness of the society, it is 
impossible to imagine that the society has been operating at a con- 


sistent loss. 

Equity 
In the minds of government planners, one of the purposes of 

the primary agricultural credit co-operative societies is to aid 

small farmers. The societies are supposed to actively encourage smal] 


farmers to join the society and provide them with production credit. 


In Table 4-10, the landholdings of borrowing members in 1975, by 


the subsequent discussion of equity is limited to a breakdown 
of the loans disbursed by the primary co-operative on the basis of 
farm-size. The wider question of the effect of loans disbursed by the 
primary society on income distribution is not dealt with here but is 
approached tangentially in the discussion of the structure of the rural 
economy in Chapter V. 
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TABLE 4-10 


DISTRIBUTION OF MEMBERS BY LAND HOLDINGS, 
VILLAGE-WISE FOR THE YEAR 1974-75 
Village. .. Below 3 acres 3 to 8 acres 8 acres 


and above 
et ee nA ea I ce Dr ache, oe es os learns meng BE eae 


Palmakul 53 Lh 12 
Madhanpal ly 3 16 14 
Muchintal 3 18 15 
Pedda Thupra 10 36 15 
Timmapur 5 14 16 
Kothur 28 33 25 
Teegapur 1] 1] 
Mallapur SW 27 31 
Gudur 23 745) 31 
Jukal 29 31 39 
Nanajipur , 1 31 23 
Total 207 284 Ep 


Source: Palmaku] Co-operative Rural Bank. 


village and size of holding, are illustrated. There is a fairly even 
distribution of farmers among the three size classification of borrow- 
ing fener oe: The percentage of farmers in the three classifications 
to borrowing members fs as follows: 8 acres and above--32.3 per cent; 
3 to 8 acres--39.5 per cent; and below 3 acres--21.2 per cent. When 
evaluating the share of loans disbursed to each of these groups, one 


must remember the respective percentage of the number of farmers in 


UApproxtmately 73 per cent of total members are borrowing 
members. 
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each group o the total number of borrowing members. | 

In Table 4-11 a breakdown of loans disbursed according to 
land holding size for the years 1967-68 to 1974-75 is aresenedee 
With respect to crop loans, small farmers have received between 20 and 
30 per cent of the total loans disbursed: In 1975, they received 19 
per cent of the value of crop loans, although they comprised 21.2 per 
cent of total borrowing members. Their share in special MTO loans has 
varied from 35 per cent in 1970-71 to 10 per cent in 1973-74.2 In 
1972-73 and 1974-75, they did not receive any special MTO loans. The 
inequality in the disbursement of the special MTO loan is seen clearly 
when the total amount of this loan disbursed to the small farm group is 
calculated as percentage of the total amount disbursed from 1967 to 
1875--the figure is 17.8 per cent. With respect to the MT Conversion 


loan, essentially the same picture holds. The farmers in the 0 to 3 


"s problem that is not mentioned in the following discussion 
is the question of whether an equitable distribution of loans according 
to percentage of each group to total borrowing members is sufficient for 
the small farmer to improve his position. One might argue that there 
should be definite bias towards the small farm to ensure that the 
large part of his credit requirements are met. 


2up to 1972-73, the Reserve Bank of India had only two class- 
iffications: 0 to 3 acres and 3 acres and above; consequently, data is 
presented only for these two classifications up to that year. 


3an important qualification that should be mentioned here is 
that the land mortgaged for the special MTO loan is taken to be as 
representing the amount of land owned (even though the acreage owned 
may be significantly higher). The consequence is that a loan which is 
classified as being given to a small farmer may in reality have been 
disbursed to a large farmer. The figures presented here, then, may 
have a greater bias towards the large farmer than is indicated. This 
point was raised by Mr. Mohana Rao, Andhra University, in a private 
interview. 
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_ Size of holding 


0 -3 acres 
3 acres & above 


Total 


0-3 acres 
3 acres & above 


Total 


0 - 3 acres 
3 acres & above 


Total 


0 - 3 acres 
3 to 8 acres 
8 acres & above 


Total 


0 » 3 acres 
3 to 8 acres 
8 acres & above 


Total 


0 - 3 acres 
3 to 8 acres 
8 acres & above 


DOLOCS lace 


TABLE 4-11 


Crop loan. 


50,235 (24) 


158,451 (76) 


208,686 (100) 


113,100 (26) 


329,476 (74) 


442,576 (100) 


159,823 (30) 


376,859 (70) 


536,682 (100) 


95,956 (28) 
115,910 (34) 
128,434 (38) 
340,300 (100) 


3,506 (20) 
6,880 (38) 


7,532 (42) 


17,918 (100) 


102,124 (19) 
162,583 (31) 
259,365 (50) 
524,072. (100) 


Special MTO 


1967-68 


Nil 
1970-71 
75,654 (35) 

138,796 (65) 

214,450 (100) 


197 V=72 
2,500 (15) 


14,552 (85) 


17,052 (100) 


1972-73 
30,630 (21) 
115,436 (79) 


146,066 (100) 
1973-74 
11,492 (10 
19,560 (17) 


80,650 (72) 


111,702 (100) 


1974-75 


10,500 (100) 


10,500 (100) 
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BREAKDOWN OF LOANS DISBURSED BY LANDHOLDING 


MT Conversion 


Nil 


75,612 (14) 
198,536 (37) 
256,475 (49) 


530,623 (100) 


8,070 (9) 
21,165 (25) 
56,775 (66) 
86,010 (100) 


rea laine ene ape nr LL RICCO aE 


Source: Palmakul Co-operative Rural Bank. 
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acres classification received only 13.8 per cent of the total MT 
Conversion loans disbursed. 

Although small farmers may recetve an equitable share of 
shartetern prediction credit (itene crop loans), the facility of 
turning a short-term loan into a medium-term loan so as to delay pay- 
ment in times of drought is not equally available. For example, farmers 
with 0 to 3 acres received 30 per cent of crop loans in 1971-72 (a 
year of inadequate rainfall) and only 14 per cent of the MT Conversion 
loans in 1972-73. This holds true again in 1973-74 in which they 
received 10 per cent of the MT Conversion loan and 28 per cent of the 
crop loan in 1972-73 (another year of low rainfall). 

In conclusion, though the situation of equity in snorictern 
loans is not unfavourable for the small farmer, the situation is 
definitely unfavourable with respect to the special MTO and MT Conver- 
sion loans. The implication is that although the society provides 
production credit for the small farmer, it does not provide credit 
(i.e., special MTO loan) to alter the infrastructure of his farm so 


that increases in income could be of a more permanent nature. 


Power Structure 

Each society has a Managing Committee or a Board of Directors 
with clearly defined functions, the most important being to admit 
members, sanction loans, and decide the rate of interest on loans. 
The last function in practice is the perogative of the CCB. But the 
first two functions are of much importance since the power to control 
the composition of the society and the power to decide who gets what 
amount of loan is concentrated in the hands of a few men. One of the 


fundamental criticisms of the co-operative society in the literature 
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is that it is under the control of a few people who are usually 
persons of higher eeononic statute 

As such, lteis rer to see.what. type of men.are.on the Managing 
Committee of the Palmakul Co-operative Rural Bank. The term of office 
for the Managing Committee which is ejected by the General Body is 
three years, but this is not always followed strictly as the Board of 
Directors (Managing Committee) may not consist of the same members at 
the end of the term as at the beginning of the term. Table 4-12 shows 
the Board of Directors as of June 27, 1965, June 29, 1968, June 29, 1969, 
and June 29, 1973. The Board of Directors as of June 29, 1969 served 
until 1972, and the Board as of June 29, 1973 served until 1974 and 
then was disbanded by the Andhra Pradesh government for illegal 
eB eclviciest- In the fall of 1975, there was to be another election to 
elect a new Board of Dureccocse: Looking at Table 4-12, one sees that 
the names of the same individuals appear year after year. G. Lohkshwar- 
nath was on the Board of Directors from 1965 to 1972. From 1968 until 
the present day, the Board of Directors has not essentially changed in 
composition, only in the functions of the various men. The only dif- 


ference between the list of the Board of Directors in 1969 and the last 


‘sr. Mehta and J.C. Bhatia, ''Pattern of Leadership in the 
Rural Cooperative'', Indian Cooperative Review, IX, 2 (1972) epee 278. 


2 leven directors were charged with black marketing of food- 
grains, fertilisers, and controlled cloth. 


3a government employee is presently the Manager of the society 
and when asked what precautions could be taken to ensure the same 
individuals who were on the last Board would not be re-elected, his 
answer was one of hopelessness. ''They are powerful people and no 
farmer is willing to stand against them," 


ve 


‘ey f 
cht 


tt al srosoaute’h b Sell | ake, Mi baa vom te 


ied 
= ae) vieled 


ay iy lee 
$ Gee 
‘ 7 
eri) ai 
PF a 
a 
rt eft a4 ay wet a | 
phat 
. ¥ +e eee N 


Thopwldat tepridegs ‘verte 10 ly wet i rae 


’ rtd tin nwa S| ah 
ri | Per nie a in 
ew 


a ln ga iy j 
4 
“ if. va eo; 
vis Wao wo! 
ieee a> 
) >. higiny oan cede 
| 7 Ske r) Y ae ; 
wuaroets Yo oni er) eNO ts mm vd Font 
i ae el 
a fy if AY ; <\= pe e* 7) be feo ~s & te 
» i a 
J “ Nl yea Pet? 
me yee, 7 Poa 
Ag : ‘ { e Pr vty want we 2. byl ‘ 
i? > 7 alc hee . 
+ 
aq: nie op depbavd Ooeee aa 4 boned ip ti 7 of 
: | \ -. we a 
4 ue a7) 6 
‘yr i : 7 «a! a 1g he mit na ¥ _ ia 


} uP - 
sy 97%s “Fi wie 2 Fable teat sah oa yon ~~ 
4 : 4 ie 4. 
ef | a vet a a he ‘9 it and a 
- ek > 


hitepe gh t Cobtayh Ae, pias * 


jam eon Vane Ge Fee hn tdangt wid ibs 


PE: i % 


abe a 


: Pi 


TABLE 4-12 


LIST OF THE BOARD OF DIRECTORS, 
PALMAKUL CO-OPERATIVE RURAL BANK 


Name Position Village 


oe 


. Kistappa 
. Lokshwarnath 


K 
G 
M. Rama Rao 
B 
A 


June 27, 1965 
President 


Vice-President 


Kuthur 
Shapur 


Treasurer Ghanjmiagude 

. Sayanna Director Pedda Thupra 

. Venkat Swamy Director Mal lapur 
P. Venkat Reddy Director Jukal 
Kista Reddy Director Nanajipur 
Narayana Swamy Director Ghanjmiagude 
Heeraman Director Madhanpal ly 
K. Ram Reddy Director Muchintal 
K. Anjaniah Director if 
K. Lingappa Director 4 

June 29, 1968 

K, Narsimha Chary President Palmakul 
E. Swamy Vice-President Shapur 
A. Madhava Reddy Treasurer Jukal 
A. Chinappa Reddy Director Gudur 
G. Lokshwarnath Director Shapur 
B. Sayanna Director Pedda Thupra 
K. Ram Reddy Director Muchintal 
P. Venkat Reddy Director Mal lapur 
A. Yadi Reddy Director Timmapur 
G. Jowardham Director Palmakul 
G. Narayana Swamy Director Ghanj imiagude 
V. Pandarikam Director Nanajipur 
Chenna Reddy Director Kothur 
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Tahle 4-12 - continued 


Name — 


Madhava Reddy 


“£Posttion= 


June 29, 1969 


Village 


President Jukal 
G. Narayana Swamy Nceepresident Ghanj imiagude 
K. Narsimha Chary Treasdrer Palmakul 
A. Chinnapa Reddy Director Gudur 
P. Venkat Reddy Director Mallapur 
A. Yadi Reddy Director Timmapur 
B. Chenna Reddy Director Muchintal 
T. Sambasivudu Director Pedda Thupra 
B. Ramulu Director Madhanpal ly 
G. Lokshwarnath Director Shapur 
V. Pandarikam Director Nanajipur 
B. Narayana Reddy Director Teegapur 
Ramprasad Director Kothur 

June 29, 1973 

A. Madhava Reddy Treasurer Jukal 
K. Narasimha Chary Director Palmakul 
A. Chinnapa Reddy Director Gudur 
B. Narayana Reddy Director Teegapur 
B. Chenna Reddy Director Muchintal 
B. Ramulu Director Madhanpal ly 
V. Pandarikam Director Nanajipur 
A. Yadi Reddy Director Timmapur 
Ramprasad Director Kothur 
T. Sambasivudu Direcotr Pedda Thupra 
Pp. Venkat Reddy Director Mal lapur 
Source: Palmakul Co-operative Rural Bank. 
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list is that two villages, Ghanjmiagude and Shapur, have withdrawn 
f rom the society, therefore, the names of these two village directors 
have been dropped. Essentially. the same eleven men have been in 
control of the society Stitce 1969, and most of them had been on pre- 
vious Boards of Directors. 

Table 4-13 shows the-land holdings of the 1969 Board of 
Directors as listed auth the Palmakul society. All are big farmers 
except for Narsimha Chary who has been the village head of Palmakul 
for the last 30 years. The Manager of the society gave details of 
the men he knew on the board. A. Madhava Reddy owns approximately 80 
acres, is a village head of Jukal, and is also a fairly large money- 
lender. A. Chinnapa Reddy from Gudur owns approximately 60 acres and 
is also a village head and moneylender. A. Yadi Reddy owns approximately 
60 acres and is the police chief of Timmapur. B. Chenna Reddy owns 
approximately 70 acres and is alleged to have political ties with the 
Andhra government. Finally, G. Lokeshwarnath owns approximately 80 
acres and is a big moneylender. About ten of the farmers interviewed 
said they borrowed from members of the Board. At least 46.1 per cent 
(6/13) of the 1969 Board were individuals with fairly large land- 
holdings and political and financial power. The degree of their finan- 
cial power is also indicated by Table 4-14 which shows the share capital 
holdings of the Board of Directors in 1974. As of June 30, 1974, the 
average share capital per member of the society was Rs. 128.4. All of 
the members of the Board except for Narashimha Chary and T. Sambasivudu 
have share capital well above this amount. In terms of shares, the 
average per societal member is five shares whereas A. Madhava Reddy, 


Chinappa Reddy, and Yadi Reddy have 27, 32, and 26 shares respectively. 


Lal y 7 
' i. ml fonts 
wae aiid. " es, a wat _ ASOD 


= re ed a) a % we re 
awit oth ly, ty. its Veo a 
- 1 ae - i a - iM ol % 
Pi Sid " jate uA 
it ; ; ‘fave S witee rs ' : 
aa Sid ; A : 7 ha ms 
= 7 a ae me : ie Pr 
4 ok if thee rity 4g, soar tae Oe tt . net dite D i varied te" 
i. a “a shia <a 
- , ’ : %. 7 wea 6 ohso3 "2007 


a 


‘ f 
hy a 
ud anke e 
oa alder 
ty are 4 a 


vu oer 
Cita mrinieroh tot \. = 
, ‘e 
; ; =. ide eee 
obs. ton uta Ten iy Ye ae er p OE, aa 
“sd ‘ ie ' 
wre ea, a encod a 


F + 1S a. : f i 
4 _ 
4 . ; ‘L.6? ®& , 2? @Ae ARYL Ys Tie ’ 
; ¢ now 
ah mJ Do gaenni¢q? A 
vio 1 @ | Cee 
' ‘ a tty “ 
nw? elem baw bape! Thy. wpe 
} . = e r 4 ‘€) =< ae . 
an” rugyetrags 7 sito wal bea ez -a' cr 
het tn 
» tapioil eA may eit tu 7? “pie eahad '« vl ae 
¥ + 
' eq te Of tae arsbhe,! &. ‘yi oni oo spel 
a BS . ‘ t ; yr = 
as io ae i« ty top oye oe nie oe he a. ‘ hes 
: ; +. Dial Dual ole 5 ae 
' ies i, -* , ' 3 = 
F pagel 3A a bur of » Aras win “ waarervige 
| yi <a? % rin gl Le "9 ro an 


ae ets vb an wh ad aon a iti fi a wt 
‘gen <a saw We ene af y nd “i : fF 
Oe a » * ‘ ot an08 


iy 


Jes 


a 


arte gis 4 gi 


ey Tih 


« ig 


a iit sion whe! ay 


TABLE 4-13 


LAND HOLDINGS OF THE BOARD OF DIRECTORS AS OF 
JUNE 29, 1969 LISTED WITH THE CO-OPERATIVE SOCIETY 


" «a facres) 

Name _Size of holding 
A. Madhava Reddy 40.10 
K. Narasimha Chary 3572 
G. Narayana Swamy 25.06 
A. Chinnapa Reddy 12.39 
P. Venkat Reddy 2032 
A. Yadi Reddy 16.10 
B. Chenna Reddy = 
B. Ramulu 8.04 
Ramprasad 21.08 
B. Narayana Reddy 7M Re) 
V. Pandari kam 8.23 
G. Lokshwarnath 15.00 


T. Sambasivudu - 
Source: Palmakul Co-operative Rural Bank 
TABLE 4-14 


SHARE CAPITAL HOLDINGS OF THE 
BOARD OF DIRECTORS AS OF JUNE 29, 1973 


Rs. 
Name Share of Capital 
A. Madhava Reddy 673 
K. Narasimha Chary 25 
A. Chinnapa Reddy 810 
B. Narayana Reddy 385 
B. Chenna Reddy 4s 
B. Ramulu 423 
V. Pandarikam 336 
A. Yadi Reddy 639 
Ramprasad 283 
T. Sambasivudu - Oy pee 4 arty oe. | 
P, Venkat Reddy . . 352 


Source: Palmakul Co-operative Rural Bank 
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These figures may not fully indicate the power of these individuals as 
it {is a common practice to buy shares in the names of family members. 
It is indicative of Narsimha Chary's political power that though he 
only holds one Share, he has been on the Board of Directors since 
1967-68. One must conclude that there are definite economic and 
political characteristics which can be ascribed to the type of indivi- 
dual who is elected consistently to the Board of Directors. 

The power structure that is revealed in this study of the 
Board of Directors is indicative of the power structure of the village 
in India. In much sociological and anthropological literature, the 
power of the landlord and the moneylender has been de lineateds: In 
India, this economic power is related to caste. Agriculurists in 
Andhra are usually known as Reddis. The word Reddi is applied ''to 
semi-private cultivators living in the forests of the lower Godavari 
basin as also to the semi-feudal landlords of the plains “ae 
Usually the assumption in Andhra Pradesh about a man named Reddi is 
that he is from an agricultural family with large landholdings, fairly 


wealthy, and politically influential. Andhra politics is mostly the 


Lis for example, Andre Beteille, Caste, Class, and Power: 
Changing Patterns of Social Stratification in a Tanjore Village (Berkeley: 
Univ. of California Press, 1965); and F.G. Bailey, Caste and Economic 


Frontier: A Village in Highland Orissa (Manchester: Manchester Univ. 
Press, 1957). . 


Zi rahatl Karve, Kinship Organization in India (3rd ed.; 
London: Asia Publishing House, 1968), p. 266. 
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purview of the Reddi caste. Reddis are powerful in the Telangana area 
(in which Palmakul is situated) and parts of the Andhra region. In 
certain parts of the Andhra region, another agricultural caste, Kapu, 
is the more influential caste. Most of the Reddis are not unwilling 
to undertake moneylending activities. The importance of the Reddis in 
the Palmakul area can be seen by the fact that six out of the eleven 
directors: in:1973.were Reddis. Four out of the six men discussed as 
having power are also Reddis. One can see, therefore, that the power 
structure in the co-operative is not radically different from the 


power structure generally in the region or in the state. 


Conclusion 

The analysis of the first eect on in this chapter supports 
the point that the agricultural economy of Hyderabad District and the 
particular villages in the study is beset with the problems of poor 
soil, variable rainfall, and inadequate irrigation facilities. These 
restrictions have hampered the productive capacity of the area; the 
employment of the new cereal technology does not yield the expected 
results because basically this technology is suitable only for areas 
with assured water supply. 

Within this low productive area, the primary credit co- 
operative society has undertaken the task of providing production 
credit to farmers. Though the society can be judged to be efficient 
on the basis of certain internal performance criteria, the distribution 
of loans by the co-operative society has been unequal. !n the case of 
medium-term loans (spl MTO and MT Conversion loans), the data strongly 
indicates an inequality in their distribution. An important point to 


be noted is that the majority of loans overdue are MT Conversion loans; 
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one can then draw the implication that a large percentage of loans 
overdue can be attributed to the medium and large Fornere A valid 
conclusion, therefore, is that although production credit tends to be 
provided equally to all farmers, credit to alter the infrastructure of 
the farm and credit to overcome natural catastrophes such as droughts 
are not equally available to all. 

One explanation for this bias in the distribution of 
loans is the nature of the power structure in oe co-operative society. 
An examination of the Board of Directors has shown that certain in- 
fluential individuals have been in positions of power consistently. 
An alternative explanation provided by the officials of the co- 
operative society is that small farmers, on the whole, are less credit 
worthy than other farmers and consequently medium-term loans are 
denied to them. Credit-worthiness becomes a crucial variable as the 
size of the loan increases. The size of the crop loan for the smal] 
farmer tends to be much smaller than a medium-term loan. The credit- 
worthiness of the small farmer then is the crucial variable determining 
whether the farmer receives a medium-term loan. Both variables--the 
nature of the power structure and credit-worthiness of the farmer-- 
together explain the bias of the co-operative society. But the 
crucial point is that the co-operative society by its loaning policies 
reinforces the imperfections of the rural economy such that a certain 


class of farmers cannot break the pattern of unproductiveness. 


This particular point that large farmers have the highest 
percentage of overdues has been often made in the literature. See for 
example, Uma J. Lele, "The Roles of Credit", p. 422. 
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CHAPTER V 


A MODEL OF THE STRUCTURE 
OF THE RURAL ECONOMY 


The first objective of this chapter will be to discuss the 
role of institutions in the modernisation process of agriculture. Any 
such discussion must necessarily include an analysis of institutional 
change and the relationship between institutional! change and technical 
change. A second objective is to delineate the structure of the 
rural economy. The analysis will be concerned with both the input 
market and the output market, for as K.N. Raj says, there js an 
"organic inter-relationship'' between the two mareetse The study of 
the input markets will focus on the tand, labour, and capital markets. 
The discussion of these markets will primarily follow the line of 
thought presented by Seveelan His thesis is that factor markets in 
developing countries are not only highly imperfect but also jnter- 
dependent. He makes the further point that these imperfect factor 
markets affect the choice of methods of cultivation. Income is not 
only dependent on the method of cultivation chosen but also on the 
selling price in the product market. The product market in the rural 
sector is analysed in terms of a model first developed by Fowke to 


explain differences in selling prices in the Canadian grain market from 


rar Raj, ‘Agricultural Development and Distribution of 


Land Holdings'', !ndian Journal of Agricultural Economics, XXX 
(Jan-Mar 1975), p. 10. 


zkeith Griffin, The Political Economy of Agrarian Change. 
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approximately 1900 to 1954, This model reveals some basic insights 

into the situation in the developing countries. A picture of a less- 
than-perfect rural structure in India will emerge from this discussion 
of factor and product markets. This less-than-perfect rural structure 
constrains the effectiveness of the co-operative society and in large 


part explains the biasedness of the primary co-operative society. 


Dynamics of Institutional Change 


Bottomley's assertion that economic growth must take place 
before institutions can be effective in eliminating inequalities in 
the rural economy highlights the issue of what role an institution 
plays in the modernisation of agriculture.- What is the interaction 
between institutional change and technical change? Does one precede 
the other or, more importantly, is one a necessary precondition for 
the other to occur? Perhaps agricultural productivity is a bird 
which needs two wings to take off--one wing being technical change 
and the other institutional change. 

A useful starting point of discussion on institutional 
change is Schultz's paper ''Institutions and the Rising Economic Value 
of Man'',> In this paper, Schultz argues that institutions provide 
services and, therefore, the best framework for an analysis of 


! 


V.C. Fowke, The National Policy and the Wheat Econom 
(Toronto: University of Toronto Press, 1957). 

2 anthony Bottomley, Factor Pricing and Economic Growth In 
Underdeveloped Areas (London: Crosby Lockwood & Sons, Ltd., 1970) 


peZ07 7 


3american Journal of Agricultural Economics, 50, 
(December, 1968). 
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institutional change is that of supply and demand. Equilibrium is 
reached when the rates of return for institutional services and other 
services reach equality. His final point is that growth alters demand 
for services and, consequently, changes in institutions occur. He 
illustrates this point by postulating that agriculture acquires a 
growth momentum. This momentum, he implies, will induce farmers to 
demand changes in institutional arrangements. The possible demands, 
as envisioned by Schultz, are more flexibility in tenancy contracts, 
more irrigation facilities, and a larger supply of credit with better 
timeliness and terms (i.e., more cdeoperatives) A question that is 
left unanswered by Schultz is: What is the implication for institu- 
tional change when growth declines? 

Further analysis that derives its logic from neoclassical 
economics is the model presented by Davis and NOrthes Their model 
attempts to predict the timing and level of institutional change. 

The variable exogenous to the model is labelled the institutional 
environment which is ''the set of fundamental political, social, and 
legal ground rules that establishes the basis for production, exchange, 
and Cisecibutl one's A set of endogenous variables is called the 
institutional arrangement which is defined as ''an arrangement between 


economic units that govern the ways in which these units can co-operate 


schultz, "The Rising Economic Value of Man'', p. 1120. 


a ly Davis and R.D. North, Institutional Change and Economic 
Growth (London: Cambridge University Press, 1971). 
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and/or Eonperent Davis and North also contend that the institutional 
arrangement must either produce a Structure that can realise external 
profits or provide a mechanism which will- bring about a change in the 
laws so that new rules can be established and external profits 
realised. This arrangement can be at three levels--individual, 
voluntary, or governmental. The unit which makes the actual decision 
about change in the institutional arrangement is called the primary 
action group. The unit which oversees the implementation of the 
change is called the secondary action group. 

A fundamental question relates to why the primary action 
group might want a change in the status quo. The answer that Davis 
and North give is that there are external profits to be internalized. 
The external profits are due to either a change in the exogenous 
variables or the usual neoclassical reasons: economies of scale, 
externalities, over-coming risk aversion, market failures, and 
improvements in imperfect markets (primarily reduction in information 
costs and transaction costs). Given this general framework as to why 
change may occur, the authors go on to describe the actual process of 
institutional change. 

Davis and North postulate that there will be several time 
lags in the process of change. The first lag is the lag of ''percep- 
tion and organization''. This lag depends on the certainty and the 
size of future profits, the number of individuals involved, the 
number of alternative arrangements (if a possible arrangement already 


exists), and the quality of the communication and transport systems. 
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The lag of invention depends on the size and certainity of profits, 
the number of possible arrangements which are already in existence so 
they can be easily imitated, the stability of the legal and political 
environment and the restrictions of the economic environment as to 
what is legal and illegal. Another lag is the lag of ''menu selection'! 
which depends on the number of possible arrangements, the time path of 
benefits and costs associated with each arrangement, and the propor- 
tion of fixed costs in the total cost of existing arrangements. The 
final lag is the ''start-up time'' lag which depends on the certainty 
and size of profits, the number of individuals involved, the area of 
disagreement between the individuals composing the primary action 
group, the frequency of government elections, and the balance of 
power between opposing political parties. The crux of the model is 
that at various stages along the way, different factors either help or 
hinder the process of institutional change--the crucial factors being 
the size and certainty of profits, the availability of ''arrangemental 
technology'', organisation costs, operating costs, the cost of 
"getting stuck'' with unwanted decisions and the abies distribution 
of costs and revenue. The rest of the book is concerned with whether 
this model can explain the various arrangemental changes that occurred 
during the course of economic growth in the United States. In essence, 
the analysis of Davis and North is a more sophisticated version of 
Schultz's simple demand and supply analysis. 

Ciriacy-Wantrup is in opposition to the view that institu- 
tional change occurs when there is a change in demand for the 
services provided by institutions. His opposition stems from the 


belief that ''the demand for changes of institutions is always opposed 
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by the demand for the status quo or demand for change in the opposite 
qireccionte” sergeant depends on the relative weights of opposing 
interest groups in the political prena rather than the marketplace. 
The power element (eee economic and political power), is the crucial 
determining factor in institutional change. Schmid and Randall argue 
that any complete analysis of the process of institutional change 
should also include an analysis of who dominates who and who has the 
greater say about the form of the institutions This analysis gives 
more depth to Schultz's proposition that institutional change occurs 
when there is a change in the demand for the services provided by the 
institution. 

Of greater importance to our subject is the relationship 
between technical change and institutional change. Is one a necessary 
precondition for the other? Bottomley would argue that technical 
change must occur before institutions can change. An example of his 
argument is that if the demand for credit can be increased by the 
employment of new production techniques, then alternative forms of 
credit institutions will replace the moneylender or, at least, the 


interest rate will go down. Or, as Schultz would say, there would be 


ty. Ciriacy-Wantrup, ''Natural Resources and Economic 
Growth: Role of Institutions and Policies'', American Journal of 


Agricultural Economics, 51, (December 1969), p. 1319. 


ou Allan Schmid, ''Analytical Institutional Economics: 
Challenging Problems in the Economics of Resources for a New Environ- 
ment!'!, American Journal of Agricultural Economics, 54, (December 1972) 
and Alan Randall, ''O0n Appraising Environmental Institutions: Comment'', 


American Journal of Agricultural Economics, 56, (November 1974) 
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an increased demand for the services of these alternative institutions. 
If the dissemination of the new production techniques is taken as a 
necessary precondition for institutional change, then the question of 
how this dissemination is to take place is left unanswered. Bottomley 
and Schultz both assume that somehow this diffusion of innovation 
occurs. But Bottomley shows that the factor markets are imperfect so 
that if dissemination is left to the market, the process may be very 
lengthy and highly biased towards large landowners. Would such 

limited and biased innovation cause sufficient demand for institutional 
change to occur? The answer must be no and one is still left with the 
original question unanswered. For the diffusion of technology to 

take place, I would argue that institutional change has to occur. The 
answer might best be put in the form of a question. How can a small 
farmer innovate unless the co-operative or the commercial bank 

supplies him with credit? 

Here one must enter into a brief discussion of the demand 
for credit associated with new technology. Bottomley would contend 
that new technology generates an increase in the demand for credit. 
This contention is supported by Sharma and Prasad who conclude: ‘''The 
empirical findings of this study indicate that even at the current 
levels of technology there exists a large potential market of credit 
which is expected to be doubled as a result of further technological 
development in Berico | curestan In contrast to this finding is the 


conclusion of Desai and Desai that the new technology did not create 


"Ses. Sharma and B. Prasad, ''An Assessment of Production 


Credit Needs in Developing Agriculture", Indian Journal of Agricultural 
Economics, XXVI (Oct/Dec 1971), p. 511. i 
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a significant additional demand for credit. As they conclude: "It was 
only in the situation of new technology with expanded irrigation re- 
sources that one-third of the sample farmers needed additional re- 
paees They add that this amount was not very large. This gives 
additional support to my contention that technical change may not 
create sufficient demand for institutional change to occur. This 
issue has not been fully resolved but, regardless of the answer, 
credit institutions are seen as having a vital role to play in the 
diffusion of the new technology. An important finding by Desai and 
Naik is that ''owned funds of farmers [mostly large farmers] were the 
preponderant source of financing current farm expenditure on HYVs and 
borrowing formed a low proportion of the total input expenditure on 
the new varieties of the coset In contrast, Schulter and Mellor 
have found that small farmers who adopt the new techniques are very 
dependent on co-operative ered This then shows that the institu- 
tion can encourage the adoption of innovation. 

The implication of the above conclusion is that institutions 
do have a vital role to play in the modernisation of agriculture. 
Hayami and Ruttan see the role essentially as the one described above-- 


to encourage diffusion of new technology; however, they further add 


lDesal and Desai, Farm Production Credit, p. 102. 


“ie Desai and B. Naik, ''Prospects of Demand for Short-term 
Institutional Credit for High-Yielding Varieties'', Indian Journal’ of 


Agricultural Economics, XXVI (Oct/Dec 1971), p. 458. 


3u. Schulter and John Mellor, ''New Seed Varieties and the 


Small Farm'', Economic and Political Weekly, VII, 13 (1972), p. A-35. 
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owned 68.2 per cent of the cultivated area. This pattern is repeated 
in the Philippines where 58 per cent of the cultivated area is owned by 
the top 10 per cent. The next step in Griffin's argument is that 

"the implicit rental rate of land to the landlord tends to be less than 
the social opportunity cost of land, while the implicit rent paid by 
peasants tends to exceed the social opportunity coseua If the land 
market was perfectly competitive, these differences in implicit rent 
would be eliminated by the selling or renting of land until equality 
between the opportunity costs of the landlord and peasant was 

reached. But the landlord, being a local monopolist, will not sell 
knowing full well that such an action would reduce the price of land. 
Depending on risk and costs of production, however, he may rent the 
land and enter into one of the types of landlord-tenant relationships 
which Griffin elucidates (i.e., sharecropping, leasehold, or owner- 
operation). 

The next market Griffin deals with is the rural capital 
market. His argument is essentially the same as that in the case of 
the land market. As he succinctly points out: 

Landlords are more liquid than small peasants. The 

former have idle cash balances upon which they can 

draw to finance purchases of material inputs and 

make wage payments. Moreover, they can obtain capital 

easily on the organized credit market. They have 

ready access to commercial banks outside the farming 

locality and can obtain loans at preferential interest 

rates since their wealth, income and status make the 

risk of lending to them minimal. Furthermore, the 

larger farmers are able to use their political in- 

fluence to ensure that government credit programmes 


cater to their needs, to the neglect of the needs of 
less powerful and influential cultivators.2 
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that the only way institutions can fulfill this role is to eliminate 
the built in biasedness towards large farmers and the substitution of 
capital for yaboure, Turning our attention specifically to the pri- 
mary credit co-operative society, this institution can aid the 
process of modernisation by recognizing the importance of an assured 
water supply to progressive farming. Lal Deepak notes that with an 
assured water supply, yield variability decreases, fertiliser use is 
better, and there is a change in the cropping pattern away from dry 
land ee” Schulter and Mellor also emphasize that availability of 
irrigation may be the major factor contributing to uncertainity for 
the smal] Asa, © Uncertainity, they continue, is the binding 
constraint for credit. Risk is another constraint for the small 
farmer for he is considered to be more credit unworthy. The co- 
operative society, to ensure that modernisation is equally beneficial 
to all, must eradicate the biasedness against the small farmer. 

Though the question of how institutional change occurs is 
unresolved, one must conclude that technical change is not necessarily 
a precondition for institutional change. The relationship is more 
complex than outlined above, but essentially the relationship can be 
viewed as a circular one. Technical change may influence institutional 


change and vice versa. But more importantly, the institution's role 


Tieyani and Ruttan, Agricultural Development, p. 295. 


2ce Deepak, ''Agricultural Development in Maharashtra", 


Economic and Political Weekly, IV, 52 (1969), p.A-208. 


See Appendix B for the effect of assured water supply on cropping 
pattern in the Palmakul area. 


3schulter and Mellor, ''New Seed Varieties'', p. A-36, 
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in agricultural modernisation is to aid in the process of the diffusion 
of ned technology. The inadequacies of the primary credit co-operative 
society in fulfilling this role have been the subject of the previous 
chapter. Hopefully, the delineation of the structure of the rural 
economy may provide a plausible exp lnneciouk Nilchacantoned light as to 


why these inadequacies occur. 


Impact of Imperfect Factor Markets on 


Methods of Cultivation: Griffin's Tests 

Griffin begins his analysis of factor market structure in 
the rural sector of poor nations with a discussion of the land market. 
His conclusion is that the land market is highly imperfect. He 
develops his argument by first showing that in many developing 
countries the ownership of land is highly concentrated. As he says: 
"The majority is deprived of land because most of the land is possessed 
by a tiny minority. Cases can be found where 5 per cent of those 
active in agriculture possess 60 per cent or more of the cultivable 
surface, and 10 per cent of all landowners may account for half or 
more of the Tande!= The argument is supported by data from India, 
the Philippines, and Pakistan. For India, he shows that in 1954-55, 
the top 7.7 per cent by farm size owned 52.5 per cent of the cultivated 


area. Figures for Pakistan show a similar trend; the top 21 per cent 


Line analysis in this section draws heavily upon material in 
Griffin, The Political Economy of Agrarian Change; Raj, ‘Distribution 


of Land Holdings"; and Bottomley, Factor Pricing. 


2Griffin, The Political Economy of Agrarian Change, p. 18. 
pa TET TE 


93 


i} 
: - : - i 
a - aa ; 
neler ts ats Agrateutig als fee oan 
7 7 D a, oo ; 
t 1 A ae 
mut Sy awysten 3 Very enti iy Yo. uel 
F . + ae ; 
beet Vv wt at4> is van ve GM) thew 4 ‘ave 2 
4 - + Y 


so (ON eREs oft Fo net 
7 v 


2 ¢ 2 - 
se om - 
~ = - 
a 4 S .. 
* calles peso ¥ a ¥ 
i ae - ane a” 4 t 
sie ‘Ss snolygeves 09 20o0 
dont GD Gb * aw —- oi ~_ 


= es - eS 4 ; 7 . : a's 3) ; 5 
2 i i ae » “et at hs "ay tue "a i ‘ried or 7 
; A : al ' } a: 


: 


. i's Aplw. cola taeq To soloed 


* 7 : ; a 5 > ™ ¢ ’ 2. Ce 7 
: a —' . wor te ; . Fey) Oe 7 : ‘ 
ay ee peal 2} serve baw Nate Fedo: ‘ pote ones 2th 
: i | } 7 iy vh y 
“ror 7 7 : ; et : 7 
+ : £ ‘SF Se = a. ; cae | 7 ae - ; 
ew hoe A sips “ } Veet? geri te seh? we rhmagie tlie tov: 


u « 


E ; i Panay 7 “dy 
t as - _ Lee rs - ai - 2 ree Fin 
/eyee * a oe > wait = ne if lo qi Ae’ oie atl xs taAues 
| np Ek "a 
ee | ie 


es 2% 2 * 4 ; — Sg 4 ee . AD ee wae r 
et tie? gee ” we Re a bt! 1s tees a} Yterqten ait 


‘ 
y ce a ‘ re) o 
‘¢ 7 Tees (96 08 pone ¢ 
_ Fi 
— ¢ (es ‘ 


oe . _ 
hg 
=" 


94 


In other words, Griffin is saying that the sources of credit are 

more limited for the small farmer due to a lack of assets (primarily 
land). The sources which are Svall lebile to the small farmer charge a 
higher interest rate so that the opportunity cost of capital for the 
landlord is smaller than the social opportunity cost of capital which, 
in turn, is smaller than the opportunity cost of capital for the smal] 
farmers. Griffin then cites data from the Philippines and Indonesia 
to show that small farmers pay a rate of interest any where from 15 
per cent to 200 per cent, usually the source of the loan being a 
moneylender. 

The last factor market Griffin deals with is the wage mar- 
ket. He argues that the control of the landlord in the land and 
capital markets gives him a monopsony in the labour market. With a 
control over material resources, the landlord has the capability to 
hire a sufficient amount of labour to affect the local wage rate. 
Government laws on minimum wages may force the landlord to pay a 
wage higher than the opportunity cost of the small farmer. But, 
Griffin notes,-other social institutions such as apartheid or caste 
may encourage exploitation of a certain class of labour, even though 


] : ’ 
no one person has monopsony power. Again, he reiterates: 


V another institution that increases the landlord's power is 
his policy of paying in kind. Almost all farmers need labour at the 
time of transplanting rice and the landlord can attract labour more 
easily by paying in kind since most labourers will have run out of 
their stock of grain by this time. By paying in kind the landlord may 
be paying a much lower wage rate than the small farmer. Many large 
farmers interviewed in this study said they did not sell grain because 
it was used to pay servants and labourers. For this point see 
Appendix B. 
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“tn an agrarian economy, control of land, credit and water enables 
landowners to influence the local labour market as =e In other 
words, Griffin is arguing that not only are factor markets Imperfect 
but they are also highly interdependent. 

K.N. Raj Babar’ Griffin's view when he notes: ''The choices 
open in the land, labour commodity and capital markets are not 
independent of each other but very closely fittendeendan os In a 
previous article, Raj showed that not only is the ownership of land 
highly skewed but the renting of land is also highly deve dae In 
other words, those who owned a small amount of land could lease-in a 
very small percentage of the land available for leasing. His figures 
for 1954-55 show that though those below 2 1/2 acres were 50 per cent 
of those reporting leased-in land, they only received 7.4 per cent of 
the total leased-in land. Raj concludes: ''This implies that, if 
owned land is regarded as analogous to equity capital, and leased-in 
land as similar to debt, the operation of the land markets in India 
has exhibited features very like those found in capital markets in 
more developed countries - in particular, that the ability to borrow 
is governed in general by the amount of bi-Gap eas 

This is also a feature of the capital market (i.e., there 


is interdependency between capital and land markets since own-capital 


leriffin; Political Economy of Agrarian Change, p. 30. 


ena, "Distribution of Land Holdings", p. 7. 


eS 3K LN, Raj, ‘Ownership and Distribution of Land'', Indian 
Economic Review, V (April, 1970), p. 25. Pra an 


eins "Distribution of Land Holdings", p. 8. 


edcheks-ad®) capita alge waite 2! 
<1, Ady te epee ees bee 
ee ee 
bay - «| Serge we et yt fen - 
ob Shaadi oy Belay dente 2) Bed panier 
» Wih-senol Btoas Wet le grtibee) Fiala 6 beta. off seodt: 5% 
covet a Li patel jm aehdwe els yan Lofts oieregeansarag F 
sie tin O2'rettabgdron SGA outed Rhona igual AL made 
to goed sagt) Pulawleies fine qate leet, aaeent iiiiqnaet @ 
997 nat nailed cata sebeush onan \TOR | cbrnt. ois beams 
di iqenet hae y tgteds (ative a7 nybget ede: 46 tabragey at bt 
siie? of Qogiae ha ae te ww eleine st? Dawber 46t oe 
‘pi etadran Tettnes ol at deat ett yay eerwree? bat fi ; 
warerbd OF US! pte arly BWiaZ widoliree nt ~ eetandes ats 
tad namin alana 389 towering "BORE 
wate ei) eh tas igen ate, Me: ehereart-w'enta-st.s pti * 
jot tage men auhe Pasaied Wane Slain ines 9 


ee, oS 


De? widen 


96 


in the capital market is also owned land). The inter-dependency of the 
markets is extended to the commodity market through the use of grain 
loans. Raj argues that the effective rate of Interest associated with 
grain loans is high, usually can 30 per cent. Most of these loans 
are taken by households with small holding because the (ovaee for 
working capital is to meet consumption requirements of the household 
between harvests. It is important to remember that agricultural 
credit consists of two components--production and consumption. As 
Rajagopalan says: "Agricultural credit may be defined as the amount 
of investible funds made available for the purpose of development 
{production} and sustenance {consumption] of farm Dredberdwaiy an, It 
is’in the area of consumption credit expecially, Raj argues, that the 
small farmer is exploited most openly as the small farmer must pay a 
high premium on the loan and has a weak bargaining. position. Raj 
concludes that the exploitation need not be as naked as in the grain 
loan ''for such high rates can be realised indirectly by the manip- 
ulation of the prices at which commodities concerned are bought and 
sold. Hence, Raj extends Griffin's analysis of the rural capital 
market into the area of consumption credit and further strengthens our 
conclusion that this market is highly imperfect. 

The links with the labour market occur, Raj argues, when 
loans have stiputated conditions on the supply of labour to the 


creditor. That this is a common practice, he says, can be found by 


Wy, Rajagopalan, ''Farm Liquidity and Institutional Financing 


for Agricultural Development'', Indian Journal of Agricultural Economics, 
XXI11 (Oct/Dec 1968), p. 26. 


anais "Distribution of Land Holdings", p. 10. 
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referring to literature on the labour market in India. The differen- 
tiation between the various markets becomes hazy when Jabour is paid 
in kind or where there are stipulations about the timing of the supply 
of labour (f.e., the difference between a tenant and an agriculutral 
worker or the difference between a debtor and an agricultural worker 
becomes hard to dist ingufsh):. 

Raj's analysis on the whole extends and supports Griffin's 
thesis. In the capital market, he extends Griffin's analysis into 
the area of consumption credit. He also gives more depth to Griffin's 
discussion of the labour market by delineating the links between 
labour and capital markets. Not only does the landlord affect the 
local wage rate by his actions but he also controls the actual supply 
of labour by his moneylending activities. The major point of the 
Griffin and Raj analysis is that factor markets are not only imperfect 
but also highly interdependent and Raj would extend this analysis to 
include the point that factor markets are also interdependent with the 
product market (i.e., commodity market). 

Bottomley in certain areas extends Griffin's and Raj's 
analysis. Griffin, when discussing the land market, concludes that 
the landlord will not.sell his land knowing that such an action will 
lead to a decrease in the implicit rental value of land. Bottomley 
extends this argument to the renting of land, implying that not only 
is there skewedness in the ownership of land but also an under utilisa- 
tion of land. The logic of the model used to derive this conclusion 
is basically one of demand and supply analysis. Since the discussion 
is about a factor, the demand curve is characterized as the VMP (value 


of marginal product) curve. This curve, according to textbook theory 
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represents the marginal physical product (MPP) of employing one addi- 
tional unit of land times the price at which the additional produce 
can be sold. Economic theory tells us that the curve declines for 

two reasons: the best land is already under cultivation and marginal 
land will have less productivity; and price declines because of in- 
creasing produce on the market. Ronee Bottomley assumes ''that 

the MPP of a landlord's terrain declines solely as a result of its 
increasing application to a fixed quantity of capital and tenant or 
hired labore: He keeps the assumption of price falling with increased 
output. There is also a marginal value product (MVP) curve--more 
commonly known in North American textbooks as the marginal revenue 
product curve. This curve represents the MPP of one additional unit 
of land times the marginal revenue (MR) derived from the additional 
output. This curve declines for the same reasons as the VMP curve but 
declines faster because MR declines at a faster rate than price. 

The supply of land curve is based on the interest charge on the 
capital employed to prepare new land for use and some yearly maintenance 
cost. The curve AMO (annual marginal outlay) is increasing because 

as more marginal terrain is brought into use the costs increase, 

it is also a proxy for the marginal cost curve. This discussion is 
presented diagrammatically in Figure 1 below. For the landlord, the 
equilibrium level of land use would be at OX where MVP equals marginal 
cost. The social optimum would be at Ox, (where AMO = VMP) which 


is greater than the private equllibrium implying an under utilisation 


lpattomley, Factor Pricing, p. 47. 
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FIGURE 5-1 


UTILISATION OF LAND BY A MONOPOLIST 


Land 


Source: Bottomley, Factor Pricing, p. 46. 


of land (measured by XX, ) 

One weakness of this model is that it is based on an assump- 
tion of limited supply of labour and capital. Previously, Bottomley 
had mentioned that many developing countries face a situation of un- 
limited supply of labour. Griffin would argue that in such a case, 
the lenclerd benefits more by renting or using the land because rental 
rates will be high and wage rates will be low. Nevertheless, it is 
possible that landlords may rent below the social optimum due to the 


fact that MPP and price still decline even in the case of unlimited 
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supplies of labour. 


[In the rural capital market, Bottomley concludes that the 
major variables contributing to the high rate of [Interest are the 
GnocnEuniey cost of money, administration costs of jenaiingy and risk. 
He then launches into a discussion of how to cut down these various 
costs so as to reduce thie rate of interest. One reason why the 
opportunity cost of money is high is that the moneylender cannot lend 
continuously and his balances must lay idle for certain periods of 
time. Bottomley's solution to this problem is for the government to 
offer treasury bills for the duration of the period when balances 
are idle. Another interesting suggestion he makes is that increasing 
the money supply may decrease the opportunity cost of money. But he 
says that the relationships are not at all clear as it is possible 
food prices may increase and consequently reinfornce the high 
opporutnity cost of money. 

Administration costs, according to Bottomley, are dependent 
on the number of loans the moneylender can make, the size of a loan, 
the duration of a loan, and the cost of supplementing his reserves. 
The number of loans a moneylender makes is dependent on the number 
of borrowers, the number of loans negotiated by existing borrowers, and 
the number of lenders. Bottomley feels that only the development 
process can affect these variables. The number of borrowers and loans 
would increase if new techniques of production were introduced and 
demand for credit increased as a consequence. The number of money- 
lenders could only be reduced if there were more credit sources and 
greater competition which Bottomley says would be a consequence of the 


development process. The size of a loan would only increase if there 
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were greater credit requirements due to new production methods. 
Average length of a loan cannot he reduced until] the time horizon of 
both borrower and lender is changed by the development process. Costs 
of supplementing reserves can be reduced if crops P: be stored 
properly so as to be a relfable collateral for the moneylender. 
Bottomley sees the problem in terms of the moneylender not receiving 
reliable collateral which he in turn can use to receive loans from a 
commercial bank or other agencies. 

Risk varies according to whether the loan is secured or not. 
The variation in risk on a secured loan depends on the marketability 
of the collateral and changes in the market value of the collateral. 
Social customs may restrict the buying of property which is foreclosed 
(for example, having to receive the permission of the village head to 
buy foreclosed property). Changes in the market value of collateral 
may occur fen prices of crops change. Risk can decline if 
storage of crops is improved so that value of the crop due to deter- 
ioration does not decline or if there is diversification in production 
(i.e., not rely on one crop). On unsecured loans, the degree of risk 
is dependent on the farmer's willingness to pay and his ability to 
pay. Ability to pay is not related to willingness to pay. Though much 
cannot be done about willful defaulters, those unable to pay could 
change their position if they could fmereaes output beyond the increase 
in family size. In other words, the conclusion is that risk can 
decline if new production techniques can be introduced. 

The gist of Bottomley's analysis is that "high rates of 
interest are Tee ee Tcab ly bound up with low levels of productivity. 


As economic growth takes place, interest rates will fall of their own 
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accord, and so help to create the surplus as well as the encouragement 
for investment and still further economic erouthe®. One point that is 
obviously lacking in Bot tomley's analysis is the interdependency of the 
factor markets. Yet the underlying tone of his analysis is that the 
markets are imperfect and in each market there are two opposing forces. 
The landlord of the land market may be the moneylender in the rural 
capital market. This is never said ausnbe but one is led to believe 

by the tone of the analysis that there is a possible connection. 

Though Bottomley lists various variables that contribute to high 
interest rates, there is no indication that landlords face these high 
interest rates. The discussion is based on the unstated assumption that 
it is the small farmers who face high interest rates. The imperfection 
of the rural capital market or the interdependency of this market and 
the land market is not openly denied either. One can only say that 
Bottomley's discussion does not directly refute Griffin's and Raj's 
conclusions but gives deeper understanding to some of their points 
(for example, the underutilisation of land and the costs of money- 
lending). 

To be able to accept the Griffin thesis of highly imperfect 
and interdependent factor markets, one must see supporting data outside 
of that which he presents in his book. To support his contention 
of concentration of land ownership, Griffin cites data for India for 
1954-55. Michie presents more recent data for India for 1960-61. 

Table 5-1 presents the distribution of land owning households by 


farm size for rural India for 1960-61. One sees that the bottom 


lpottomley. Factor Pricing, p. 107. 
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54.79 per cent of households (those with less than 2.5 acres) own 
only 7.59 per cent of the land. On the other hand, the top 7.73 per 
aaa of Rouseno tds (those owning 15 acresor more) own 45.51 per cent 
of the enee Related data is presented in Table 5-2 which shows the 
distribution of household operational holdings by farm size for rural 
radi oe 1960-61. Again a skewedness in the distribution of holdings is 
eheervedt The bottom 64.4 per cent of cultivating households control 
19.8 per cent of the operational area. Another interesting figure in 
Table 5-2 is that 26.3 per cent of the households have no operational 
land; in all likelihood, these households are landless agricultural 
labourers. ina recent article,relating to Andhra Pradesh, Parthasarathy 
and Raju note: Out of 7 million households more than 30 per cent are 
landless labour pecene Tae They also cite that in the West Godavri 
delta area, 50 per cent of the cultivable land is possessed by ]4 per 
cent of the households. That there is a highly skewed concentration 
of ownership of land in the hands of a minority is a contention that 
holds true in India. 

The next point to consider is what the sources of agricultura} 


credit are and to what extent they are utilised. For Griffin's analysis 


vce Parhasarathy and K.S. Raju, ''ls There an Alternative To 


Radical Land Ceiling?'', Economic and Political Weekly, VII, 27 (1972) 
Demizoce 


en reader may ask what is the relevance of this data to 
Palmakul area. Though | have no definite breakdown of ownership in 
this area, my intutitive guess is that what generally holds true In 
India and Andhra Pradesh would hold true in this area. A possibility 
is that since this area is dry-land, the skewedness may not be as 


great as in wet land. 
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to have relevance, a significant amount of borrowing by small farmers 
must be from mameylenders. The sources of credit in a village are 
usually moneylenders (prefeseienal and agricultural), traders and 
commission agemts, landlords, relatives and friends, and the co- 
operative society. In 1951-52, the All-India Rural Credit Survey 
concluded that 93.7 per cent of all loans fore provided by private 
sources (moneylenders, traders and commission agents, landlords, 
relatives and asa keeg The share of the co-operatives that year was 
3.1 per cent. In 1961-62, the All-India Rural Investment and Debt 
Survey revealed that the share of private sources had declined to 81.3 
per cent whereas the share of the co-operatives had risen to 15.5 per 
cent. The surwey also found that in 1960-61, 69 per cent of the 
borrowings in Andhra Pradesh were provided by both professional and 
agricultural moneylenders. Ina further national study in 1963-64, it 
was concluded that moneylenders provided 73.08 per cent of loans while 
co-operatives provided 16.02 per ere In a more recent study, 
Subramanian amd Nagarajan found that in one South Indian village 
(Chettiapatty), 85 per cent of the farmers depended on the moneylender 
and 10 per cent depended on the toseparaciveste In the other village 


studied (Panjampatty), the situation was radically different with 50 


lao. Jain, ''Sources of Credit and Changes in Their Relative 


Importance'', I!mdian Cooperative Review, IX, 4 (1972), p. 502. 


2najagopalan, ME arimetatiquidi ty Rep. 27s 


3p. Subramanian and B.S. Nagarajan, ''Sources and Utilisation 
of Agricultural Credit in Selected Villages in Madurai District", 


Indian Co-operative Review, VI, 3 (1969), p. 431. 
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per cent of the farmers depending on co-operatives for credit, 25 per 
cent depending on the moneylender, and 25 per cent depending on relatives. 
A Seeeaie of the data of both ieaee according to size of holding 
eae that in both roiaaeen farmers with less than 5 acres depended 
heavily on the moneylender and pened sources (excluding government 
agencies). For example, in Chettipatty, thirteen out of fourteen 
farmers depended on sources other than the co-operative; in Panjampatty, 
the corresponding figure was twenty-six out of thirty-six farmers. For 
farmers with more than 5 acres, in Chettipatty four out of five 

farmers depended on moneylenders and other sources whereas in Panjampatty 
the split was even between private sources and the co-operative society. 
Jain states: "The Private agencies in India are still [1972] ex- 
tending 60 per cent of the total credit made available to the farmers 

by all saree th One observes that there has been a slow decline 

of the share of private sources in total loans from 1951 to 1972. A 
possible explanation is that ''a substantial part of the co-operative 
credit has gone to the well-to-do-farmers. To this extent the de- 
pendence of the well-to-do-farmers on the village moneylender might 

have declined ee Some support for this view is the finding that in 
Panjampatty, half of the farmers with more than five acres utilised the 
co-operative for credit whereas the other half utilised other sources 


of credit. Frankel emphasizes an important point when she says that 


Mie "Sources of Credit'’, p. 502. 


2B. Prasada Rao and R.M. Mohana Rao, ''Regulation of Money- 
Lending--Some Suggestions'', Indian Cooperative Review, IX, 3 (1972), 
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many farmers need consumption loans and these are easily provided by 
the Taeendena: One must pcvenaee that agricultural credit has two 
components~--production credit and consumption credit. Though the co- 
operative may provide pEcdaceion credit for the small farmer, until 
it provides consumption credit the small farmer will be dependent on 
the moneylender. 

Additional support for Frankel's and Griffin's thesis with 
respect to the rural capital market is found in the data of this study. 
The farmers interviewed were questioned concerning their sources of 
credit for production purposes. Eight out of the twelve farmers with 
8 or more acres received loans from the moneylender which varied in 
amount from Rs. 1,000 to 4,000. Six out of eleven farmers with 3 to 
8 acres borrowed from the moneylender with the loan varying in size 
from Rs. 500 to 1,000 with one farmer receiving a loan of Rs. 3,000. 
Finally, three out of eight of the small farmers received loans from 
the moneylender, the amount varying from Rs. 200 to 500. Furthermore, 
all of the small farmers, 75 per cent of the medium farmers, and 33 
per cent of the large farmers interviewed borrowed money for consumption 
purposes. One might conclude that in the area of production credit, 
the small farmer does not have easy access to credit especially if the 
loan from the co-operative is inadeauate ss However, small loans for 
consumption are easily available, which tends to keep the small farmer 


in the bondage of the moneylender. This evidence is in keeping with 


tects Bee ranckels Indian's Green Revolution: Economic Gains and 
Politicalacostss sp, 133: 


20F the thirty-one farmers interviewed, only five said the 
loan received was adequate or excessive. 
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Griffin's thesis that the rural capital market is imperfect with biased- 

ness towards the big farmers (especially in terms of production credit). 
This imperfect and interdependent factor market structure, 

Griffin continues, BERETS the methods of cultivation available to 

the farmer. The previous analysis has shown that small farmers and 

big landlords face different factor prices. Material inputs are 

expensive to the small farmer but relatively inexpensive to the big 

landlord. The method of cultivation that would be chosen by each of 


these groups is illustrated in Figure 5-2. 


FIGURE 5-2 


CHOICE OF TECHNIQUE OF PRODUCTION 


Source: Griffin, Political Economy of Agrarian Change, p. 36. 
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In the diagram, N is labour and M material resources (i.e., land and 
capital: for example, tractors and irrigation facilities); qq 
represents the amount of N and M needed to produce a certain syiceie 
PQ and rs represent the relative factor prices faced by the smal] 
farmer and the landlord respectively. From the diagram, it is possible 
to see that the small farmer will choose & (a labour-intensive technique) 
and the landlord will choose A (a capital-intensive technique). Griffin 
goes on to argue that technical change which occurs in the area REP 
will be superior for those using A but economically irrelevant for 
those using Atechnique. The opposite holds true for techniques 
falling in the area of QES. He then argues that the techniques of the 
"green revolution'' are landlord biased (i.e., falling the area of 
QES). His reasoning is that such inputs as an assured water supply 

and fertilisers are not as easily accessible to the small farmer due 

to factor market imperfections. A rebuttal might be that the co- 
operative society is disbursing fertilisers and seeds actively to 

all farmers. Certainly the data in this study would support such an 
argument (i.e., in the disbursment of crop loans, there was no signi- 
ficant bias). Yet loans for the purposes of irrigation were biased. 
Griffin argues that whether there is an adequate water supply is the 
crucial variable in determining whether the new technique is worth- 


while or not. He cites data from the Philippines to show that on 


ig Griffin's terms, qq is a "discontinuous isoquant (...) 
which indicates the various combinations of labour (N) and material in- 
puts (M) which can be used to produce a given quantity of rice.'' See 
Griffin, Political Economy of Agrarian Change, p. 35. In Mrs. Robinson's 
terminology, qq is a ‘technical frontier" which represents the. spectrum 
of. production techniques; see Joan Robinson, The Accumulation of 
Capital, (London: Macmillan, 1956). 
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rainfed farms the new technology did not pay-off. As he says: 

On the rainfed farms in Gapan, for instance, between 

1965 and 1970 the area under high yielding varieties 

rose from zero to 31.6 per cent, yet yields rose 

only from 1.7 to 1.8 tons per hectare. At the same 

time the amount of fertilizer used more than doubled, 

rising from 9.2 to 20.5 kg. per hectare, and the 

proportion of farmers using herbicides, insecticides, 

and tractors increased by well over one hundred 

per cent. Since output remained roughly the same 

while material inputs rose substantially, value 

added must have declined. Innovation almost cer- 

tainly led to greater poverty on these farms and one 

would anticipate that in the future the farmers wil] 

revert to the traditional varieties of rice.! 

One can conclude that the co-operative through its biasedness and the 
rural capital market through its imperfection affect the choice of the 
method of cultivation of the small farmer. 

In summary, Griffin has shown that factor markets in the 
rural economy are not only highly imperfect but also highly inter- 
dependent. He then demonstrates that these imperfect markets restrict 
the choices available to the small farmer in terms of his method of 
cultivation. 1! would add that the co-operative society in its practices 
is also highly imperfect and also acts to restrict the small farmer in 
his choice of method of cultivation (to be discussed later). Since the 
conclusion is that on the input side of the system, the small farmer 
is restricted in his activities, one must turn to see if on the output 


side he can participate in a system more closely approximating perfect 


competition. 


MSrEfFin, The Political Economy of Agrarian Change, p. 58. 
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Structure of the Product Market: The Fowke Thesis 

[In the literature on developing countries, the product 
market is described as being characterized by numerous small traders and 
a few dominant traders with the peasant farmer not always having perfect 
choice. Fowke, in his recounting of the develoonent of grain marketing 
institutions in Canada, gives a very clear description of the type of 
market structure that would be found in a developing country. In 
his analysis, Fowke examines the "national policy'' in Canada and the 
commitment to competition versus monopoly. His conclusion is that if 
monopoly was in direct conflict with the interests of national policy 
historically, it was regulated; otherwise, the government would take 
no action. His major point is that though the agricultural sector grew 
significantly, monopoly was tolerated in this sector since there were 
no conflicts with national policy. Hence, any changes that occurred 
originated due to the agitation of farmers. 

The farmer that Fowke deals with is a specialized agricultural 
producer--producing mostly wheat. This type of farmer was not self- 
sufficient but very dependent on the market to sell his produce and to 
buy his consumption goods. To better his position, the farmer could 
either agitate to increase the price of his product or to decrease the 
price of consumer goods. Realistically, he could only attempt to 
affect the former and Fowke argues that within the market structure 
of the early 1900's, even this was a very difficult step to take. 

The mariet for wheat was characterized by different selling 
prices at various points (atte f local price in the local market, spot 
or terminal price in Winnipeg, and Liverpool price in the overseas 


market). Local price was further subdivided into ''street'' and ''track'' 
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price. "Street! price was the price paid for wheat available in less- 
than-carload quantities. On the other pene "track'' price was the price 
paid for boxcar quantities of wheat. The crucial variables in determining 
these prices ce "1) the number Ap bushels gross weight; 2) dockage 
{reduction in gross weight due to foreign tenia in the wheat] and 
shrinkage [reduction in gross weight to compensate for waste that 
takes place in receiving, storing and shipping] ; 3) grade; a 
Because of the dependence on the railway for transporting 
wheat, the farmer had to deal with one of the elevator companies 
within his reach. The elevator companies tended to personify three 
distinctive types of functional persons: 1) merchant; 2) warehouse- 
man; and 3) commission agent. The merchant bought grain with the 
expectation of profit at a later date and different place. On the 
other hand, the commission agent acted either for the seller or the 
buyer; he personally did not undertake any risk. Finally, the ware- 
houseman only provided storage facilities and equipment for weighing 
and transferring the product. In short, the farmer had a choice of 
three agencies at the local market. But those with less-than-carload 
quantities of wheat were restricted by their output to deal only with 
the merchant. Those with boxcar quantities could either sell or ship 
the grain to a terminal point. Consequently, the difference between 
the ''track'' price and the terminal price was significantly less than 
the difference between the ''street'' price and the terminal price. The 
farmers felt the situation would be further aggravated if there was 


monopoly in the local market for the difference between terminal and 


owe! The National Policy and the Wheat Economy, p. 110. 
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"street! price would be much greater than cost-plus-reasonable profit. 
Another complaint against the elevator companies was that they mixed 
and undercleaned grain so that mtntman quality was achieved and farmers 
consequently received a lower aitcas: 

Because of farmers' agitation over these type of practices and 
the spread between ''street'' and terminal prices, the governments of 
Saskatchewan and Alberta held investigations into the actions of the 
elevator companies. The finding was that there was a concentration of 
ownership among the elevator companies leading to a monopoly situation; 
the recommendation was that there should be co-operative elevators. 
They were an alternative in the market structure; their major concern 
was to narrow the spread between terminal and ''street'' price and 
provide adequate elevator facilities. Though Fowke would say the co- 
operative elevators were successful, there was considerable criticism 
that certain interests were in control and that the co-operative 
management had separate interests from the farmers. 

The next step in the historical development of grain 
marketing institutions was the introduction of the wheat pools which 
were considered to be a new type of co-operative organisation. 
Essentially, the wheat pool was still a co-operative elevator but with 
a different emphasis in objectives. The wheat pool was more concerned 
with narrowing the spread between local and overseas price and the 
spread of seasonal prices. 


The concern with the seasonal spreads was due to the 


This charge was particularly directed towards terminal 
elevator companies. 
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speculative activity in the open market. In the grain futures market, 
the speculator dealt with quantities of grain which in reality did not 
exist. A speculator could agree fo either sell or buy a quantity of 
grain in the future. The Ob eetive was not to go through with the deal 
but to break the agreement according to price movements. Farmers 
objected to this practice because: 1) prices paid to them had a close 
relation to prices in the futures market and 2) the influence of the 
speculators was seasonal. The implication of the last objection is 
that at the time of harvest when a large quantity of wheat is dumped on 
the market, if speculators did not participate in the futures market, 
prices of futures and wheat would decline tremendously to the benefit 
of the speculators. The elimination of this speculative profit was 
seen as necessary to better the position of the farmer. The market 
Structure of the Canadian grain trade changed considerably with the 
rejection of the open market system and the creation of the Canadian 
Wheat Board, but that is not a story of immediate interest here. 

Fowke, then, has presented a picture of an imperfect output 
market structure in the early 1900s in Canada. The farmers not only 
faced differentiated prices at the local level depending on the quantity 
they had to sell but also a significant price spread between local and 
terminal points. They also faced wide seasonal fluctuations due to 
speculative activity in the futures market. 

How well does this picture describe the situation in a 
developing country? The common belief about output market structure in 
India is: 

"First, that because of the monopolistic nature 


of private trade, the price spread between the 
producer and the consumer is excessively high; 


115 


7 sso etn. vata vail perehecsee Aust te 
iweb. ari2 sdabiprts® »: fon: fet | ems Sigh ha: 70 : 

Lespanteteh iainao2 wth ae we 
peala’ 6 Ne Beis, y 88 i ae ie 
B05, we) sits 8: date 3 yom . 
ivootlh vad ge hee tgat ety, Be neigealiqntiadty 4 
ne cburers @ i aware Dn eTiteier mgd eh i 9 
: detiée sean git oo cadegte tities si sveillaanion ead 
PPh aged pts .gd kh gow aim salad anenebe baba ieee ss 
caw Tito dawbbshucsaa, 4 Fd tp wpineeditt ange xe 
anginal ceemergh 263 Ne nets thos alltyrotiad os: i 
edt Ube yagevabiends Sophie: aba? alone nethensd anit 
Apidannd aide Matters aay ban; mareye* Jobin nea wi 
yvinn teosiht axe) beewk te qaoke s toned) Has) Bid bo 

omg hue toa oom Ae he ouabig a kenaagene pe, ads jesibt ” 9 
sylac.tee eremnel. off... chanting SOREL: xiang signi: | 7 
qiispene; os se -gni begets, taal eget eda ae assis eh; 
bar Leger acorn lay me pie eon 
pat ee 
: | a comune Reaeeests! 


' a . 
. at dtoF sate << 
any io. = ee eae en 


a 


- 


| 


eu 


a _ 
' i 
3% 


ee 7 


_ 
Pe 


116 


second, that there are regional variations in 

prices which are partly caused by semimonopolistic 

elements that try to exploit inefficiencies in the 

market structure; and third, that unduly wide 

seasonal price fluctuations are caused by the 

speculative hoarding and profiteering practices 

of traders. 
This essentially agrees with Fowke's foe Set though the farmer in 
India is neither a single crop producer nor dependent on the railway. 
The most important contribution of the Fowke analysis is to show how the 
farmer is limited, by his economic conditions, in his choice of to whom to 
and where to sell. Those farmers with less-than-boxcar quantities had 
to sell to the elevator company at the local level; there was no choice. 
Taking the Griffin analysis, if a farmer, due to factor market imperfec- 
_tions, has to employ a technique of production which produces an output 
not sufficiently large, he may be limited in his choice in selling in 
the output market due to an imperfect product market structure. 

Uma Lele argues that all price spreads can not be so easily 
explained by referring to monopolistic tendencies in the local market 
or the profit motive of speculators. In her article on Sholapur, she 
examined five primary wholesale jowar markets in Sholapur district in 
Maharashtra. All five were regulated markets; in a regulated market 
there is an inspector who grades the grain and sets a minimum price 
according to the grade. First, she examined whether there was com- 
petition in these agricultural markets. After listing the various types 


of traders in each market, she concluded that the number of traders was 


large enough such that any collusive price policy would be hard to cement. 


we: Lima J. Lele, ''The Traders of Sholapur'', in Developing Rural 
India: Plan and Practice (Ithaca, N.Y.: Cornell University Press, 


1960), -p. 239. 
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One of the types of traders she discussed was the "A! type trader who 
can sell or purchase anywhere in the market area (i.e., the entire area 
served by the market). In other worde? this trader is not restricted to 
the market yard. She states that this type of trader was the most impor- 
tant functionary in the market. yt the five markets ene studied, in 
all but one the number of ''A'' type traders was =e small compared to 
the other types of traders. Lele does not discuss what percentage of 
the sales and purchases in the market area and the market yard can be 
attributed to these traders. If their share was quite large, then one 
can admit the possibility of the "'A'' type traders undertaking collusive 
activity. 

Next she examined whether there was significant difference 
between prices at the primary wholesale market and the urban market. 
Her conclusion is that not only are price movements between the local 
and urban markets correlated but also that price movements between 
the local markets are correlated. What differences there are she feels 
can be explained by the unavailability of transportation facilities 
and a ban on shipment of jowar to other states. Finally, Lele examined 
the seasonal price spread from 1956 to 1963. She concludes: ''The 
movement of jowar prices in Sholapur between 1956-57 and 1962-63 
illustrates the great year-to-year variation in seasonal pattern shown 
by prices of agricultural conmodi Cle eet Her explanation for this 
variation is that there is correspondence between changing market 
conditions and seasonal variation. She argues that price varies 


according to what the trader expects crop production to be and how 


Meher 
Ibid, p. 281. 
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accurately he predicts the output. Two other variables influencing 
price spread, according to Lele, are the availabiiity of transport and 
the FOUeTnene policy of banning Sees to other states. Even if 
the trader can accurately predict output if transportation is not 
Suen, the output can not reach ane market and price will vary 
accordingly. The same holds true when grain can not. move freely to meet 
demand in other states. Her conclisiton is that seasonal variation 
can be explained by factors other than the profit motive of speculators. 
The major criticism that can be made of Lele's analysis is 
that she studied only one type of market. The marketing facilities 
available to a farmer in a village are: trader, village market, 
regulated market (which she studied), and unregulated market. She 
does not indicate the percentage of farmers in the market area who 
utilise the market and what type of farmer utilises the market. The 
crucial problem is that the small farmer may be limited by his re- 
sources in the choice of market. Her analysis is based on the tacit 
assumption that every farmer has a perfect choice, She mentions that 
small farmers sell their produce to the trader who then brings in the 


produce to the market. Nowhere does she compare the price the farmer 


The trader in many instances may be the moneylender. An 
unregulated market is similar to the regulated market except that there 
is no grading of the grain and setting of a minimum price by an 
inspector. Farmers tend to go to the unregulated market if their main 
concern is to dispose of the grain due to a lack of storage facilities; 
in other words, bargaining can begin at a lower level than in the 


regulated market. 
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receives from the trader and the price in the narkett To show that 
regulated markets are working competitively is not sufficient evidence 
to oy that the output market is perfectly competitive. 

Of the eight smal] farmers interviewed in our study, five said 
they sell whatever surplus they have to the moneylender or trader in 
the village. Four of the medium farmers said they sell to the money- 
lender, and five said they went to Shamshabad where there is an un- 
regulated market. Three of the large farmers said they sell to the 
moneylender or apie Most of the others said they did not sell 
grains or went to the regulated market of Hyderabad. Those who did not 
sell grains sold commercial crops such as chilies in Hyderabad itself. 
When officials at the co-operative society were asked about the 
marketing behavior of their members, they confirmed this pattern. They 
said small farmers solid mostly to moneylenders if not grains then 
vegetables. Other farmers mostly went to Shamshabad. Large farmers 
they said, tended not to sell their grains and commercial crops on the 
whole were sold in the city or Shadnagar (where there is a regulated 
market). 

The pattern that is revealed, then, is that farmers sel] 
to different sources according to farm size. Because of lack of 


data, one can not compare the different selling prices. A reasonable 


lrere might argue that the difference in price will not exceed 
transportation cost. But one must also consider that such institutional 
factors as size of loan from the trader, future credit requirements, and 
repayment performance will affect the price accepted by the farmer. In 
that case, difference in price may well exceed transportation cost. 


eThece farmers had virtually no wet land and what they did 
produce they mostly kept for home consumption. Surplus was very little 
and this they sold to the moneylender to not only pay off past debts but 
also because he was the most convenient source. 


a pats b + j 
' Ae oo Le 
. ‘ 
+ EY Tage” 4 z 
, + ¥ 
' . Gig ir, ! c 
- . t . » 
ot Pie . 
n 
AY ot - 
x 
4 2 
=F 
i 4. 
- . { ro 
T 
pe? & 
s > " vad . 
J 
S as g 
= oe 
it 
. | + ont AP ae Wie 
’ 
- - e ~* ‘ at 
4 ‘ 
e- 
: a 
} Q) < ide ' ° 2) 
« 7 ‘ 
) ee 3 
* Se = ae Le: del 
» hex 4 ~i\2s 
. = ~ ° J 
* : a a ’ re ee 
. 17> : 
| if ‘ 
p 4 $ 2 ee . ws 
E iSerrs 
= ay ? 
ui * y 
‘a 7* 
» k } 
4 ? east 
> 
Ln 
~ ‘ J - 
S 2 
» 4 
. v3 
‘ ly ; ; , ~ + 
a ‘ ; c J«¥ 4 4 
. a > ¢ 
Al 
| | ; 4 
= =a ‘ ‘ - e ‘ = de > _ = = 
+ 
; J 
i = } SiGe «20 
( i 
f 
" A 
i 7 
& 
’ . i ae , 
I 7 T 
en | i f nH 


= i 7 7 Z : y, ye ow ew ; 
ae 1 (pn ie a4 Wet) 45ne9 ha Libs 4st +s a! mega hi die. mn oled 
hue deqlt: 1? Leeepaat a) tae ee 6 .3es nei 
ie A J 3H - i ie ¥ ’ a : 
br tert Laity 
a ; rn P 53 i 4. cate 
ae ee, 


iy, Sind dig GB RE Tp LG 


9 bt, ele saw. gulapiet Lies innit 
10 2heee 2 0be) The: aa ane 
' a oo ae 


z 
ay 
1” a 


126 


hypothesis would be that these various prices do differ, though one 
cannot say how significant the differences are. Fowke's analysis of 
"street! and "track'' prices lends support to this hypothesis. A 
plausible conclusion is that the output market is imperfect though the 
degree of imperfection is not known. Fowke's analysis would support 


such a conclusion and Lele's analysis would not directly contradict it. 


The Impact of Imperfect Markets on the 
Primary Credit Co-operative Society 


It is crucial at this point to evaluate the effect of the 
foregoing model of the structure of the rural economy on the primary 
credit co-operative society. There are two key effects: (1) the actions 
of the co-operative society reinforce the unequal income distribution 
in the rural sector, and (2) the co-operative society assumes the 
rigidities of the rural economy. 

The first effect is a result of the lending policies of the 
credit society which are not in opposition to the structure of the 
rural economy. Basically, the co-operative takes as given the im- 
perfect factor market structure and bases its activity on this given. 
For the medium-term loan, the society lends on the baSis of land. The 
small farmer suffers in the disbursement of this loan since he does not 
have sufficient mortgagable land due to the unequal distribution of 
land ownership. This unequal distribution, as Griffin notes, is a 
result of imperfections in the land market. Basically then, the co- 
operative society accepts a historically determined distribution of 
land ownership as given. This acceptance is in spite of the knowledge 


that there is no inherent tendency for the land ownership pattern to 
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to converge to a ''less imperfect" equilibsium:. The society attempts 
to change this distribution through the market (i.e., giving loans and 
encoun ine the nee: of new trnove toner Even this attempt fails due 
to the imperfections in the output plete, Another policy which is 
not in opposition to the (mpanrecr factor market structure is the non- 
disbursement of consumption loans. This sends the small farmer into 
the hands of the moneylender since other sources of credit are not 
available to him. The lending policies of the primary credit co- 
operative society do not alter the imperfect market structure but 

in all likelihood reinforce that structure. 

An important result of the policy of the society to lend on 
the basis of land is that small farmers very rarely receive medium- 
term loans for the purpose of irrigation. The implication is that 
most small farmers do not have irrigation facilities. Since the new 
technology is an irrigated technology, the determining factor in 
reaping the full benefits of employing the new technology is an 
assured water supply. The conclusion is that the small farmer who 
utilises the crop loan without an assured water supply will not realise 
the expected output. Another factor that may decrease the expected 


output is the inability of the small farmer to procure production 


Ahi is so because the whole process of acquisition of land 
is circular. Initial land ownership creates wealth so more land can 
be acquired. Credit for investment to improve production of land and 
thereby increase wealth is available on the basis of land ownership. 
Therefore, the convergence in all probability would be towards a high 
concentration of ownership of land in the hands of a small minority. 


a” - - - - : ar, Pon 7 


al dgidw yo} tee, rte preeue 
“hom pag, 2! stuidaree Radian 10/767 990% 
wai Sonrys) Ufngte: eke ptinase gin, Bins ' 


mitt OF; tle '« 


iud a atrite pale bat page anit ati 70%. Lea vistoon owtapyege i 
ePUaaU LE AAdz sxrataios so ee r 


nd Gynt ai eteb eos ey th yal fer ats re 3 igass | snadrogm hts ak ; 18 i 


oS 


“a 


loan. aviegny Yieiny Whee seer} Nave sats 2} bmi %. 2) ned 94 i 


rita a) ean tnd Lgeit, aAT foltagivy Ds se0neg insile 1} nabal ON OE a 
eon, 2, oonte . quanti a? ool ingtys! owt toq a even a eae 98 
. a sito’ yeritenazen as ast ant set hat gets! han a a 
om te) pigitgeatiny wer ett onl yo! que: So 4st nnd ite one wate of 


etn senrred: Uf eee nity iota eh nel evt once wit “CT qe, vse be 


a 7 


psiient fod Tin ys eque Varah wanstn. Ps rucglide meas qor> +e my 
bbioagne oat senotane, eg reas Pee rerlionAé Lathe ns , 
. LD 
rt Peng sind ath) aa wae tie at ~ atti hae el a 
v) ; . oer er) 
ote: 


bingt Tor molgtat io i@ * 4 
nea bas! stem-oi Of now, ZBse099 
con. pine hel Te ‘ 7 
“ony nl ; 
eet. ay he ‘ 
ye ga pp ¢ 
an Pe ee eke ss ee an | *; 
Pee nl late ee oe OR ae Sele ns a 
— Ly ae Nai beh ut Ig Be, —e> ie hale 


we Pa i 
7 ar aa jes us 


122 


credit from other sources. The crop loan in most cases is frodeguatee! 
therefore, the small farmer due to the imperfections in the credit 
market structure must utilise an amount smaller than required. Both 
these factors--inadequate water facilities and inadequate credit-- 
contribute to a decrease in the expected output. If the marketable 
surplus is small after home consumption, the small farmer due to the 
imperfections in the output market will be limited in his choice of to 
whom to and Where to sell. Consequently, the average price he may 
receive will probably be below the market price. The large farmer, on 
the other hand, with an assured water supply and alternative sources 
of credit, can fully realise the benefits of employing the new 
technology. With his larger marketable surplus, he has more perfect 
choice in the output market and the average price received by him will 
be near the market price. As a consequence, the income differential 
between the large and small farmer is not only reinforced but also 
possibly increased. The primary credit co-operative society by 
operating on policies that are not in opposition to the imperfect 
market structure of the rural economy not only strengthens that 
structure but also reinforces the unequal income distribution which 


is a result of the said structure. 
The second effect is a result of the fact the effective rate 
of interest on the crop loan for the small farmer is higher than that 


for the large farmer. Basically, the effective rate of interest is 


ditchael G.G. Schulter, ''The Role of Co-operative Credit in 
Small Farmer Adoption of the New Cereal Varieties in India'!, Occasional 
Paper No. 64 (Ithaca: Cornell Univ. Press: 1973), p. 3. 


7 


* ects thant: et earay ioc gi ect aati 
la » Sia al! SnolGwetieonh sty ob at 


7. iE 


‘4nd ae TS kee a uso ie gal mr. 


> " e . 3 , 
at, ae Va 
— They eteupatent’ bn tei) ise? Tete we jel Sat pang a 
. a A, 


LSA > ay 
atdsyodenn 245,51 «ego beroedss os wh datas a} o& ef an 


a 
ety es mob tamed (dene a9. 00 a tipmer a. 
23 Ue adios ald et betta wa) od (i te rode Hagguereds ni sh 
yen oA 2540 egaseen’ Gls. x !Sneepsees 4 Pad aah bei * 


7 far 
hy. ome’) @penl 44 oboe. tek eehw cele wad Be ¥idacotg . ttt eek at 


* 


aentwoe evidemests oe gigas TH! om batted 18 A2iw dase. 298309 


wee 442 -eTeetqen Ye cpt bands atte sel ieer qliet mee Nba 7 


... S99 pees ‘ert-od , ears 90s Glog Soniel ci at ales 


ee: 


fliw mit vd evi sods. 920i 1a Cspepue #7) Dre 25am Togs ana nh soroma. “) 
_ 

laljiagrot Tt seemed ef). cortiretiga # EA eo 15& tered ots ree Oe 

ocala sod 2estotnbde. yl do vin 2l qatneT [ene Boe ‘eevel ort}: raews o. . 


ws vite lacs Qi ye aageoG 9° hasD ve: iT .2e253950 4 cide 


Seating! ait ot weit) etiqgt nl fen ais’ deals estat ten oe era 


+? 


ah. anaticnays? \ too ven yautebe Ieids att tS prwetoui te. 
. ‘ ‘ i b> a 
+20 neldudistelb emgoal leppane, HS isptotetter cocks tad ‘eee ¥ poe 4 


Np e Fate ty Ot ee sis Ye met 4 
abes @visosTie wis Jas? 93 Je ives 6 sénie brovee at Sy re 
Jettt nekz corigit ah seme? (ene sti yo" deof gore at a9 


2} seetetad’ 16 dies ovisieyts a2 yylteajeam 


Sat oy 
es 


higher for the small farmer because he gets less marketable return 

from his loan due to many factors (as outlined above)--lack of 

adequate irrigation facilities, fmadequacy of crop loan, and imper- 
fections in the output market. This lower marketable surplus affects 
the fares repaying capacity. The lower marketable surplus and the 
consequent difficulty in Pepavine the loan increases the cost of the 
loan beyond the normal interest rate charged for the small farmer. 

One can postulate that there may be some break-even point in farm 

size. Above this size, the surplus will be great enough to repay the 
loan Peery Below this size, the probability of non-repayment 

may be great; this may translate into actual non-repayment. A probable 
consequence would be increasing dependence on the moneylender since the 
co-operative will deny future credit. Another result will be a 
decrease in the utilisation of co-operative credit in the future by 
small farmers because of the higher cost of a loan from the co- 
operative. The conclusion of this analysis is that the effective 

cost of a crop loan for the small farmer is higher than the interest 
rate charged on the loan due to the imperfections of the market 
structure in the rural economy. Consequently, the effective rate 

of interest on the crop loan is not the same for all farmers but is 
differentiated by farm size. This differentiation in the interest rate 


and the bias towards large farmers in the disbursement of loans on the 


Mt is important to note here that in reality a large per- 
centage of overdues are attributed to large farmers. The non-repayment 
of loans by large farmers may be attributed not to higher cost but 
to their political power. See Lele, "Roles of Credit", p..422. An 
additional point is that large farmers use the co-operative society 
to avail of the subsidy element; therefore repaying the loans from 
the society is of the lowest priority. See Dantwala, ''Preface'', p.32. 
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basis of land are two r gidities of the rural structure which the 
co-operative society assumes. In fact, these rigidities become 
fordtanente' aspects of the Institutional pect and policy actions 
of the co-operative society ftselfi 

The major conclusion of this analysis fs that the primary 
credit co-operat Ive society, through fits policies which do not fun- 
damentally aiter the rural eerueccures not only strengthens and re- 
inforces the unequal income distribution in the rural sector but also 
assumes rigidities of the imperfect market structure in the rural 


economy. 


Conclusion 

It has been shown in this chapter that institutions (the 
primary credit co-operative society) have a vital role to play in 
agricultural modernisation. The primary credit co-operative society 
fulfills this role by engaging in the diffusion of new production 
techniques. But there have been inadequacies in the policies of the 
society such as a bias towards large farmers. 

The contention put forth here is that these inadequacies in 
the policies of the society can be largely explained by an examination 
of the factor market structure in the rural economy. Following 
Griffin's thesis, we have shown that the factor markets in India 
are not only highly imperfect but interdependent. The co-operative 
society, as long as it lends on the bais of land, participates in this 
imperfect market structure. In fact, the co-operative itself becomes 
an imperfect factor market with respect to credit. 

Imperfections in the product Beers it is argued, worsen 


the bias of the factor markets. The argument is that farmers face 
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differentiated output prices and are restricted by their economic 
conditions in the choice of price. In other words, the farmer, due 

to his economic condition, is restricted in the choice of how much to 
sell, a whom to sell, and where to Pale The conclusion is that the 
co-operative society, in order to fulf fll its role in the modernisation 
process, can not only be concerned with the diffusion of new innova- 
tions. It must also be concerned that the increase in output leads 

not only to an increase in income but also to an equitable distribution 
of this increased income. To achieve this goal, the co-operative 
society must take an active part in the marketing process. To this 
point in time, the marketing co-operatives in existence mainly deal 
with commercial crops. Many small farmers do not grow such crops but 
produce either foodgrains or perishable produce (i.e., vegetables or 
fruits). Consequently, the co-operative society must introduce new 
policies so that the marketing situation is improved. To play an 
adequate role in the modernisation process, the co-operative society 
must not only be concerned with increasing output but also with seeing 
that additional output yields a tangible increase in income which 


is equitably distributed. 
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CHAPTER VI 


SUMMARY, CONCLUSLONS, AND POLICY IMPLICATLONS 


Summary, 

To study the role of institutions in agricultural develop- 
ment, this study has focused on the epee credit co-operative 
society. The historical development of credit co-operatives was 
examined to understand certain areas which have Been problem areas 
since the inception of the credit co-operatives. These areas were 
found to be the policy of open membership and the lack of adequate 
irrigation facilities. The basis of changing agricultural production 
was studied; this study revealed the importance of 'off-farm'' inputs-- 
for example, fertiliser, high-yielding varieties, and pesticides. 
Once the role of the primary credit co-operative society in the 
distribution of these inputs was estalished, the study turned to an 
evaluation of the Palmakul Co-operative Rural Bank. The Bank was 
found to be efficient on the basis of certain internal performance 
criteria. In the distribution of medium-term loans, the co-operative 
society was found to be biased towards the large farmer. To explain 
this biasedness, a model of the structure of the rural economy 
following Griffin and Fowke was postulated. This model not only 
helped to explain the behavior of primary co-operatives but gave a 


deeper understanding of the problems faced by small farmers in rural 


India. 
Conclusions and Policy Implications 
In the transformation of [ndian agriculture, agricultural 


credit has several functions. As Uma Lele states: 
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lt must finance the needs arising from the 

burgeoning technological revolution in agricul- 

tural sectors. lt must encourage and mobilise 

savings from the incomes generated by the 

expanding agricultural production. As an im- 

portant factor of production, credit must play 

a pivotal role in fostering an equitable dis- 

tribution of the increasing agricultural income. 
The effectivenss of agricultural credit in performing these various 
functions depends to a large extent on ''an appropriate institutional 
infrastructure.'' Government planners have emphasized the importance 
of such institutions as co-operatives and commercial banks in fulfilling 
some of these functions. This study has focused on the primary credit 
co-operative society and its performance in fulfilling the previously 
mentioned functions. 

The primary credit co-operative society of this study has 
been found to be efficient on the basis of certain internal performance 
criteria. But this efficiency is not at all an accurate indicator of 
the performance of the co-operative society in fulfilling the above 
mentioned functions. The society only partly meets the increased 
credit needs due to the employment of new technology as evidenced by 
the fact the crop loan in most cases is inadequate. It was also pre- 
viously stated that co-operatives have only met 30 to 35 per cent of 
the credit requirements of Indian farmers. The particular society in 
this study has begun to mobilise savings as revealed by the pattern that 
deposits with the society increased significantly after good agricultural 


years. It is in the area of ''fostering an equitable distribution of 


increasing agricultural income!’ that co-operative societies have not 


eles "Role of Credit", p. 413. 
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heen successful. 

The conclusion of this study hased on a model of the rural 
economy via Griffin and Fowke fis that the primary credit coroperattve 
society by its lending policies not only supports the imperfect market 
structure of the rural economy but also reinforces the unequal dis- 
tribution of income in the rural eeecor’ The co-operative society, 
moreover, assumes the rigidities of the rural economy--for example, 
biasedness towards large farmers in medium-term loans and differential 
rates of interest according to farm size. 

The analysis has shown that an appropriate institutional frame- 
work dces not stop at the creation of a single institution (i.e., the 
credit co-operative society). The problems of the co-operative 
society in fostering an equitable distribution of income have been due 
to imperfections in the market structure of the rural economy. Par- 
ticularly, the land ownership pattern and the inadequacy of irrigation 
facilities have been major obstacles for the co-operative societies 
since their inception. Therefore, land ownership and water rights must 
also change so that an integrated institutional framework can be 
formed. A framework of complementary institutions can better ensure 
an equitable distribtuion of income in the rural sector. 

A more specific policy implication for the co-operative 
societies is finding an alternative basis for the disbursement of 
medium-term loans to the small farmer for the purpose of irrigation. 
Instead of disbursing the loan only to one person, the loan might be 
given to several adjoining small farmers. Such a policy would sidestep 
the issues of minimum farm size for the efficient use of a pumpset as 


well as credit-worthiness of the farmer which is usually based on some 
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minimum amount of mortgagable land. Since the primary advantage of a 
primary co-operative society is that it has close contact with and 
intimate knowledge of its members, the society can afford to be flexible 
in its lending policies. This Studyahas shown, for instance, that a 
majority of small farmers in the Palmakul area own land by the river; 
a possible implication is that there may be groundwater potential so 
that the probability of a medium-term irrigation loan being a success 
may be relatively high. Such a scheme to improve the infrastructure 
of the small farm might make the increases in income, due to the 
employment of new technology, of a more permanent nature. It would 
also improve the credit-worthiness of the small farmer which has often 
been cited as the primary cause for the farmer's inability to procure 
credit. Basically, such a scheme is extremely important in any attempt 
to break the rigidities of the structure of the rural economy. 

Another major policy implication of this study is the need 
to strengthen the ties of the credit co-operative society with an 
output market institution such as a marketing co-operative society. 
No loans should be disbursed without a clause concerning the repayment 
of loans in terms of marketable produce. Some produce pledge loans are 
being currently disbursed but no action is taken to ensure that the 
repayment is in terms of produce. Other marketing institutions besides 
the existing ones should be developed which will eliminate some of the 
present imperfections in the output market. 

Finally, the primary credit co-operative institutions should 
re-evaluate the policy of open membership. This policy has encouraged 
the entrance into and the control of primary societies by large farmers 


and moneylenders. If the co-operative society is concerned with 
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giving improved services to the small farmer, the elimination of 
large farmers from the society Tavares imperative. A related implication 
is the call for a mult T-agency approach in the area of credit ie 
entrance of pommercia! banks into the rural area). Commercial banks 
have begun to disburse loans in agricultural areas but there has been 
no clear demarcation that these institutions will only serve large 
farmers while co-operatives will only serve small and medium farmers. 
Essentially, the major policy implication of this study is 
that there must be institutional changes in the input and output 
markets of the rural sector so that an integrated institutional 
framework can be created. This integrated institutional framework | 
(and not one institution alone), together with technical innovations, 
can not only increase agricultural production but-also ensure that the 
consequent increase in agricultural income is more equitably dis- 


tributed. 
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Limitations of the Study 


Empirical research, especiaiiy that based in field study in 
a developing nation, is subject to certain limitations. A major 
limitation of field-work conducted in a short period of time is the 
incomplete and sometimes unreliable acne of all ecten data. To 
understand the subtle and intricate relationships of groups in any 
social, economic, or political ee a period of more than a few 
months is required. Social scientists have often stated that even a 
year may not be sufficient if the researcher is still considered to be 
an outsider at the end of his stay. As a consequence, the data 
collected may be cursory and must be viewed with circumspection as to 
how closely it indicates the reality of the situation. Due to the 
perennial difficulty of understanding the nature of any social system, 

a tendency of the social scientist is to hypothesize with respect to 
the nature of the system and attempt to collect data which would sub- 
stantiate his hypotheses. 

This thesis also faces the above mentioned difficulties. The 
time duration of the field-work conducted by the author was approximately 
six weeks. The data, as a result, is by no means complete. Another 
limitation of the data is that interviews were conducted in a public 
area. Sensitive questions on the financial particulars of an individual, 
for instance, were not answered completely. In other words, approximate 
figures rather than actual figures were often given. Nevertheless, 
the data does provide some insights into the nature of the rural economic 
system in a South Indian setting and the problems faced by a smal] 
farmer. However, it must be remembered that some of the conclusions of 


this study are based on general impressions rather than on rigorous 
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statistical inferences from a strong data hase. 

A final qualification that must be made is that some of 
the research objectives mere not fully-met. Although the performance 
of the Palmakul Co-operative Rural Bank was evaluated in terms of 
certain efficiency and equity critertas the wider SUeSe Tons of 
efficiency and equity were not considered. For example, the more 
interesting question of the tmeace of the Palmakul co-operative society 
on the efficiency of resource allocation of the farmer was not studied. 
Moreover, the guest ion of the impact of the co-operative society on 
the income of farmers was not directly confronted. In addition, the 
discussion of the power structure of the Palmakul Bank and its 
relationship to the socio-economic power structure in the area was not 
complete because of inadequate data. For example, a more complete 
delineation of the power structure of the co-operative credit society 
could have been made if the landholdings of the Board of Directors had 
been compared to the average landholding of the general membership. 
As well, if the villages had been classified according to caste, the 
power of the Reddi caste could have been more completely documented. 
Despite these qualifications, the major conclusions of this research 


study retain their basic validity. 
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In this appendix, an explanation and critique of the crop 
loan system is presented, The system has been in operation in 
Maharastra and Gujurat since 1950. Various rte rcs (especially the 
All [India Rural Credit Survey Gonniterce and the All-India Rural Credit 
Review Committee) recommended the crop Joan system be implemented, but no 
action was taken until 1966 when the Reserve Bank of India issued a 
directive that the primary co-operative societies must operate on the 
basis of the crop loan system. Basically the system consists of: 

1) a cash component that meets the needs for production with a loan 
limit set per acre equal to one-quarter of the average value of the 
gross produce in dry areas and one-third in irrigated areas; 2 

2) a component in kind (fertiliser, pesticides, new seeds, etc.); 

3) a cash component to meet the costs of extra labour used for the 
application of the new inputs, a limit being that the value should not 
exceed one-half the value of the inputs; and 4) a cash component that 
is equivalent to five per cent of the value of the produce sold in the 
previous year by the member through the marketing eoeope aati oe 
Components (2) and (3) are supposed to encourage the small farmer 

to apply new techniques but the small farmer very rarely hires labour 
so component (3) does not defray any costs for him. Component (4) 
which is supposed to meet some of the farmer's consumption needs is 
also of little importance to the small farmer since this type of 
farmer very rarely markets his produce through a marketing co-operative. 


The credit limit is determined by the repaying capacity which is set 


mu C. Cheriyan, ''Loaning Policies in India'', in Agricultural 


Coo erative Credit in South-east Asia, (Bombay: Asia Publishing House, 
1967), p. 123. | 
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at one-half of the value of a farmer‘s gross output; the credit limit 
for short term credit is one-third of this repaying capacity whereas 
the limit for medium credit fs one~sixth. A field workers! Conference 
decides on the credit requirements based on acreage cultivated for each 
crop and the corresponding expected gross value. These requirements 
are then transmitted to the district co-operative bank which, on the 
basis of its available resources, adjusts the requirements, component 
(1) being the first one to be reduced. 

The major advantage of this system fis that it facilitates the 
implementation of an agricultural development programme. Thése farmers 
willing to undertake improved methods to receive the required aid 
provided by components (2) and (3). However, Cheriyan does note 
some seaniene. First, there may be a tendency to discriminate in 
favor of large farmers if credit is based on repaying capacity. Since 
credit requirements are calculated on the basis of the value of gross 
produce, he warns that one must be wary when there is an unusual price 
rise or fall since credit requirements may not change as much as prices. 
He also points out that there will be difficulties in calculation of 
credit need when an area is under continuous cultivation. If the 
farmer grows various crops, repayment should coincide with the time of 
harvest of the most important crop. Finally, links with marketing 


societies are weak and enfor¢ing the requirement that a certain amount 


lhe following discussion is based on material from 
Cheriyan, ''Loaning Policies in India". 
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of produce be sold through the marketing society may be dirftcult.. 
Another problem pointed out by Frankel fs that there is 
farmer unwillingness to use the fertilizer component because ''they 
(the farmers] were obliged to take only the variety available at the 
cooperative, but also because private dealers were willing to advance 
fertilisers on delayed repayment terms, compared to the cooperative's 
insistence on a fixed schedule of acteecuiean This leads to the 
criticism that the co-operative society is bureaucratically rigid, 
especially with respect to recoveries. Under the crop loan, recoveries 
are supposed to be made when produce is sold. The next season's loan is 
then supposed to be given immediately. But a member does not gain by 
repaying the loan quickly because ''the District Cooperative Central 
Bank grants loans to the society as a whole only after the full re- 
covery, or in some cases at least 75 per cent recovery, of the previous 
loan Consequently, there is a tendency on members! part to delay 
repaying until the recovery level of the society is close to 100 per 
cent. An implication then is that seasonality in recovery and dis- 
bursement of the loan is lost due to bureaucratic rigidities. In other 


words, credit may not be provided at the time that it is needed. 


eral makes the point that sharecroppers and small 
peasants produce little for sale as much goes to landlords and money- 
lenders; therefore, the crop loan system is of little benefit to them. 
See Myrdal, Asian Drama, II, p. 1336. 


Zeeanpel® India's Green Revolution, p. 67. 


oeamaeakhara Rao, ''Crop Loan System through Cooperative 
Central epanks 35.022). 
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The final major criticism-_that can he made of the crop loan 
system is that the scale of finance usually does not have any relation- 
ship to the costs of production. A.C. Shah reports, the findings of 
Hinge, Patil and Racucade wee that the scales of finance adopted by 
co-operatives and others have no relation to production costs and, also, 
they are not uniform among lending Beene tess 

This can be substantiated by referring to the Palmakul 
data. The scale of finance is determined by a Technical Group con- 
sisting of the presidents of the co-operative societies in the district 
and various extension agents. In Table A-1l, the scale of finance for 
the year 1975-76 for the crops grown in the Palmakul area is presented. 
In contrast, Table A-2 shows the cost of production for these crops 
according to farm size. 

One observation that can be made is that for paddy, the 
scale recommended barely meets the credit requirements of the smal] 
and medium farmers. On the other hand, it is well above the amount 
requied by the large farmer. For ragi, a similar trend is observed; 
farmers with up to eight acres require Rs. 500 per acre whereas the 
scale of finance is Rs. 400. Farmers with eight acres and above re- 
quire only Rs. 200 and yet get a loan of Rs. 400. For jowar, the 
scale of finance is adequate for the small and medium farmers and 
excessive for the large farmer by Rs. 50. The cost of production for 
chilies which are primarily grown by large farmers is Rs. 500 whereas 
the scale of finance is Rs. 750, the amount of credit being excessive 
by an amount of Rs. 250. For eastern the scale of finance and cost of 


ae 


‘alc: Shah, ''Rapporteur's Report", p. 454. 
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TABLE A-] 
SCALE OF FINANCE FOR PRINCIPAL CROPS, 1975-76 
(Rs.) 

Estimated Repaying Cropwise Scale Recommended 

Cross ae Value of Capacity... Per Acre.- Kind Total 
P ¥ield’per Acre Cash 

Paddy 1400 700 500 200 700 
Jowar 450 225 100 100 200 
Ragi 800 400 300 100 400 
Chilies 1750 875 500 250 750 
Castor 1000 500 400 100 500 
Groundnut 2000 1000 ™*500 150 650 


Source: Palmakul Co-operative Rural Bank 


TABLE®A=2 


COSTS OF PRODUCTION FOR 
PRINCIPAL CROPS BY FARM SIZE 


(Rs.) 
Size of 
holding/crop Paddy Jowar Ragi Chilies Castor Groundnut 
0 to 3 acres 750 200 500 
3 to 8 acres 750 200 500 
8 acres & above 500 150 200 600 500 100 


Source: Farmers interviewed. 
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production equal each other. For groundnut, the cost of production 
was Rs. 100 per acre whereas the scale of finance was Rs. 650. 

An explanation for the discrepancy between scale of finance 
and costs of production is that the scale of finance is based on the 
value of yield per acre. Though eeeencion officers at the Technical 
Group meeting are supposed to convey information on the actual costs 
of production, there may be a break in the communications chain. 
Consequently, a crop with greater yield value will have a credit limit 
not necessarily related to its actual costs of production; this 
expecially holds true for cash crops which are mostly grown by large 
farmers. A clear interpretation of this data is that there is an 
unequal distribution of credit, i.e., large farmers tend to receive 
credit far above their requirements due to the fact that the crops they 
grow have a greater marketable value. 

In conclusion, the crop loan system has definite problems 


that restrict the effectiveness of co-operative loans. 
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APPENDIX B 


STATISTICAL BACKGROUND ON 
PALMAKUL FARMERS 
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Thirty-one farmers were interviewed at the Palmakul Rural 


Co-operative Bank at the time of the disbursement of the fertiliser 
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component of the crop loan in June, 1975. | Those automatically excluded 


from the sample due to the particular timing and are of interviewing 
were landless agricultural labourers who on the whole do not receive 
loans from the society and protected sehen who feceive only an 
amount of Rs. 500: Those farmers interviewed were asked particulars 
about their families, costs of prodnetion: income and expenditure. 

A copy of the questionnaire used is attached at the end of this 
appendix. 

Table B-] is a detailed outline of the particulars of the 
land operated by the farmers who were interviewed. It is interesting 
to note that 53 per cent of the land operated by small farmers was 
purchased whereas the corresponding percentage for medium farmers was 
16. For large farmers, the percentage was 48 per cent, close to that 
of small farmers. Another interesting point is that 84 per cent of 


the land operated by small farmers was wet land compared to 29 and 


15 per cent for medium and large farmers reepectively.— But the figures 


must be viewed with the understanding that most of the wet land was 
land by a river that had no irrigation facilities (ices, it. ts rainfed 


or inundated land). Small farmers have no land that is irrigated 


hough the sample was ''random'', it can not be considered as 
random from a strict statistical viewpoint. 


Zan important point to be noted here is that small farmers 
own land that may have underground water potential, the inference 
being that medium-term loans for the purpose of irrigation may be 
relatively successful. 
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whereas 11 per cent of the land operated by medium farmers and 10 per 
cent of the land operated by large farmers were irrigated. An im- 
plication of this data fs that the small farmer ional ly purchases 
land bythe river (that has no irrigation facilities) or leased-in 
land to extend the amount of land he Bperates, The medium farmer, for 
the most part, operated ancestral land although 16 per cent of his land 
was leased-in land; 61 aoe cent of his operated area was dry with 
the rest being wet or irrigated land. On the other hand, the large 
farmer had fairly even proportions of ancestral and purchased land 
with only 3 per cent of his operated land Be tiig leased-in. The large 
farmer also operated primarily on dry land (75 per cent) with about 
25 per cent of his land, on average, being wet or irrigated. 

The control of the large farmer is emphasized when the share 
of each group of farmers in total land is analyzed. Table B-2 
presents the share of each group in total land operated, purchased 
land, ancestral land, wet land, and irrigated land. One immediately 
notices that large farmers operated 76 per cent of total operated 
area whereas small and medium farmers operated only 5 and 19 per cent 
respectively. This uneven control is further emphasized when one looks 
at the figures for purchased land. Small and medium farmers have each 
purchased 7 per cent of total purchased land while the large farmers 
have purchased 86 per cent of total purchased land. Consequently, 
the skewedness in the figures for ancestral land is not surprising. 
71 per cent of total ancestral land is the ancestral land of large 
farmers whereas the share of small and medium farmers is 5 and 24 per 
cent respectively. Not so surprisingly, the figures for wet land 


show a more even distribution. The share of small farmers is 26 per 
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TABLE. -B=-2 


PERCENTAGE SHARE OF TOTAL OPERATED AREA, 
TOTAL WET AREA, TOTAL IRRIGATED AREA, 
AND TOTAL PURCHASED AREA BY FARM-SIZE 


(percentage) 
Total llotal Total Total 
Size Operated Peet: Irrigated Purchased 
Area Area Aree Area 
OFto +3 acres 5.0 26.0 0 ee) 
Setoeo acres 19.0 30.0 24.0 720 
Seacres.& above, |... 26.0. Lh .0 76.0 86.0 


Source: Compiled from figures in Table B-l. 


cent, of medium farmers 30 per cent, and of large farmers 44 per cent. 
For irrigated land, the inequality of distribution appears again. The 
share ranges from zero per cent for the small farmer to 24 per cent 
for the medium farmer and 76 per cent for the large farmer. In the 
total picture, therefore, the share of the small farmer is quite in- 
significant. The biasedness shows up more clearly in our sample when 
one considers that 8 small farmers operated 16 acres whereas eleven 
medium farmers operated 55.74 acres and twelve large farmers operated 
229.5 acres. That most of land purchased is purchased by the large 
farmer gives additional support to Griffin's contention of an imperfect 
land market in the rural sector of a developing economy (see Chapter V). 
If costs of production and returns were similar for different . 
sized farmers, the situtaion might not be so discouraging for the 
small farmer. Table B-3 details the costs of production for each 
farmer interviewed for the major crops he grew. In paddy, the cost of 


production varied from Rs. 200 to Rs. 800 per acre with the large 
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farmer facing costs near the lower end of the scale and the medium and 
small farmer facing costs near fhe icner end Of the scale. In jowar, 
the cost of production was essentially between Rs. 150 and 200 for 
almost all farmers. For vecete nice the pErvation was the same with 
most farmers estimating cost at Rs. 100. The situation in ragi was 
not similar with small and medium farmers estimating costs between 

Rs. 400 and 500 and large farmers estimating near Rs. 200. For castor, 
the large farmer tended to estimate between Rs. 100 and 150 while the 
medium farmer estimated Rs. 500. Chilies were grown mostly by large 
farmers and the cost was estimated to be approximately Rs. 500. The 
one small farmer who grew chilies estimated the cost to be Rs. 600 

per acre. 

These differences in cost could not be definitely attributed 
to economies of scale as most farmers were unwilling to give a break- 
down of their costs. Consequently, one could not delineate which 
costs varied inversely with increase in size of land. One notable 
feature was that many of the large farmers said they did not sell their 
grains, especially jowar and ragi, but used these grains to pay their 
labourers and servants in kind. One cannot fully evaluate how much 
lower is the value of this payment in kind than the wage rate or how 
must it contributes to a reduction in costs of production. Yet it is 
a possibility that must be considered. 

A more important variation to consider is differences in 
income and expenditure among size classes of farmers. In Table B-4, 

a detailed breakdown of income and expenditure for each farmer inter- 
viewed is presented. A qualification that has to be made is that these 


figures are estimated rather than actual figures. Since no account 
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books are kept and almost all transactions, are in cash, the figures 
on expenditure were usually RE RATES. For income also, farmers 
(especially small and medium farmers) were not completely sure as to 
what their actual income was. Another qualification is that sometimes 
farmers were interviewed together and therefore they influenced 
each other's estimates, eeneeta lly on the expenditure side. The table 
must be analyzed with the understanding that the figures for income 
and expenditure are rough averages rather than actual figures. 

The main source of income for all farmers was that from land. 
On the expenditure side, food and clothing were the major expenditures 
for all farmers. All of the small farmers except Shivrajan could not 
meet their expenditure with their income. Shivrajan had an. income 
of Rs. 3,000 whereas his expenditure was Rs. 2,200. For the medium 
farmers, the situation was similar. All farmers except Laxma Reddy 
and P, Chinnaya could not meet their expenditures. The differential 
between income and expenditure for Laxama Reddy and P. Chinnaya was 
much higher than for the small farmer, Shivrajan. All large farmers 
except Bhikya and Tharya could meet their expenditures. An interesting 
point is that these two farmers have no wet or irrigated land. One 
observation is that the financial position of the large farmers is 
significantly sounder than that of the small and medium farmers. This 
gives additional support to the contention that the large farmer is in 
a more secure financial position than the small farmer. 

A final point to be considered is the effect of medium-term 
loans on the cropping pattern of recipient farmers. Table B-5 out- 
ltnes the cropping pattern of farmers two years before and two years 


after the loan. An examination of the data leads one to conclude 
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TABLE B-5 


CROPPING PATTERN OF RECIPIENTS OF SPECIAL MTO LOANS, 
BEFORE AND AFTER LOAN DISBURSEMENT 


(acres) 
Name 070s ey gggaggree gag coy 
re en ee ee A a ee 
A. Yadi Reddy 3.00 - Jowar 4.00 - Raddy 
3.00 - Bajra 3.00 - Vegetable 
4.00 - Chilies 3.00 - Wheat 
2.00 - Vegetable 2.00 - Jowar 

K. Anjatah 3.00 - Ragi 3.00 - Vegetable 
5.00 - Jowar 3.00 - Wheat 
2.00 - Groundnut 4.00 - Paddy 
4.00 - Sunflowers 2. 00n=a tit 1] 

V. Sheshraj 1.00 - Flower (rose) 2.00 - Rose 
3.00 - Paddy 1.00 - Sunflower 
5..008-70nions 5.00 - Wheat 
2.00 - Vegetable 2-00) = Pulses 
4.00 - Jowar 4.00 - Paddy 

Heeraman 5.00 - Castor 3.00 - Paddy 
5.00 - Jowar 2.00 - Wheat 
2.00 - Paddy 2.00 - Vegetable 
5:00 — Bajira 10.00 - Jowar 

7 

P. Laxma Reddy 4.00 - Paddy 2.00 - Paddy 

1.00 - Vegetable 3.00 - Vegetable 
, 5.00 - Jowar 
K.M. Osman 3.00 - Sunflowers 5.00 - Paddy 


5.00 - Groundnuts 3.00 - Wheat 
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Table B-5 - continuted 


_ Name 


G. Dasharath Ram Rao 


A. Chinnapa Reddy 


B. Narayana Reddy 


P. Venhat Reddy 


Kamla 


A. Kistaiah 


“1968-69 
4.00 - Castor 
2.00 - Onions 
2.00 - Tumeric 
5.00 - Groundnuts 
5.00 - Ragi 
5.00 - Wheat 
5.00 - Wheat 
3.00 - Paddy 
3.00 - Groundnuts 
3.00 - Bengalgrams 
4.00 - Vegetable 
2.00 - Paddy 
10.00 - Castor 
5.00 - Jowar 
3.00 - Vegetable 
2.00 - Jowar (white) 
1.00 - Horsegram 
4.00 - Bajra 
3.00 - Vegetable 
2.00 - Pulses 
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“1973-74 

5.00 Paddy 
4.00 -— Tumeric 
1.00 Arvi 

3.00 Paddy 
8.00 Chilies 
4.00 - Vegetable 
6.00 Chilies 
2.00 Cotton 
4.00 - Vegetable 
4.00 - Paddy 
5.00 Wheat 


Paddy 
Wheat 
Tobacco 
Jowar 


Castor 


Paddy 
Wheat 
Groundnuts 
TI11 


a a INS IIIT SEIS 


Source: 


Palmakul Co-operative Rural Bank 
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that the effect of the special MTO. loan is to encourage the farmer 

to move away from dry land crops. A striking change is that with 

an assured water supply, rhegeresce under neat increased significantly. 
The eeresce under wheat Before ane Yond was ten acres and after the 

loan was twenty-one acres. In naddye as 5a the sarooge increased 
from fourteen acres to forty-six acres. There was also an. increase 

in acreage under commercial crops such as cotton, til (sesame), and 
tobacco. A clear interpretation of this data is that the co-operative 
society through its loaning policies can affect the cropping pattern 


or, in more general terms, the modernisation of agriculture. 
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CULTLVATORS, SCHEDULE 


Village Taluk District 


1. 1. Name of the farmer 
2: Native place 
3. Present address 
4. Caste 
5 


. Is the present occupation traditional? 
If not, since how long? 


6. What are the major crops grown by your Kharif (1) 


Rabi 
7. Size of holdings 
Size of holding Acreage No. of plts are 
Owned Leased in Leased out 


Ancestral Purchased 


1]. Wet 


2. Irrigated dry (type of 
irrigation when started) 


3 .ADEY 

4. Garden/orchards 
. Others 

. Total 


wm 


6 . 
7-_Family composition with educational particulars 


SIs Name Relationship Age Literacy Ear- Mar- Re- 
No. to head of ice. ning tial marks 
the family racy Status status 
EHDM Wetite 


8. Are you a member of any co-operative society? 
The, date of joining 
Bid you ever been elected to the Board of management. Mention the 
date. 


9. Sources of credit 


ee ne Nl eg Come eae ae ne Pete 


Amount sanctioned Individual Other sources 
by Bank investment relatives/moneylenders/ 
traders 
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10. For how many years are you enjoining Bank Credit. 
How much time is being taken for sanctioning che loan. 


11. Mode of payments of loan. 


Purpose Procedure Amount..of. loan 
advance 


- = |= = = —-— |= —~= |— =F |— |F— |— FF |— K|— — |— — K— — — — — ee K— we Be we Be ere Be eke Ke Ke = 


Extent of Particulars of Total amount Total amount 
land crop raised needed actually invested 


13. Is the loan sanction adequate 


Crops raised Total cost Total returns Additional 
income 


15. Income pattern. 


1. Income fram land 

2. Income subsidiary other than land. 

3. Income viewed from outside the village 
4, Total 


16. Expenditure pattern Annual expenditure. 


1. Food 

2. Clothing 

3. Shelter (household) 

Rent/owned (repairs) 

lh. Education 

5. Health 

6. Ceremonies and functions 

7. Clearance of prior debts 
(principal and interest) 

8. Misc. 
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